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SECTION 1 - INTRODUCTION 
There has been, during the past half dozen years 
or so, much controversy and heated debate on the subject of 
the measurement of business profits, particularly corporate 
profits. Traditional accounting methods of determining net 
income have been seriously challenged. Individuals and or-
ganizations of established reputation flatly state that 
historical costs have no significance in an economy in which 
prices are changing rapidly. Businessmen testify strongly 
thB,t the net income computed by their accountants is consid-
erably overstated and that they have to pay income taxes 
where no income exists. They argue that, by thus paying 
taxes on non-existent income and by being forced to make exces-
sive and unwise dividend distributions, they are dissipating 
their capit~.l. The main points of contention seem to be the 
amount of the annual depreciation charge and the charge to 
cost of sales in regard to inventories. It is held by many 
that, in a period of rapidly rising prices, the conventional 
charge to income with respect to these two items is too small; 
that such charges based on historical cost do not "provide 
sufficient funds" for replacement of the assets consumed. 
The proponents of the status quo, .which group 
includes many accountants,gove~ental authorities and 
businessmen, argue that net income as computed under conven-
tional accounting rules is substantially correct; that the 
purpose of amortizing historical costs is not, and should not 
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be, to provide sufficient fUnds for replacement of assets 
but only to recover actual costs incurred; that although it 
is true that business net income has suffered in purchasing 
power oecause of inflation, this is .s,lso true of every other 
form of income, for inflation is a capital levy on all income. 
And so the controversy rages. 
On August 1, 1951, the Committee on Concepts and 
Standards UndeFlying Corporate Financial Statements of the 
American Accounting Association issued its Supplementary 
Statement Number Two titled "Price Level Changes and Financial 
Statements." In this statement the committee approved the use 
by corporations of supplementary financial statements ad-
justed for the inflat~on factor, but stated that, before 
these inflation adjusted statements could be accepted as a 
substitute for the traditional statements prepared on the 
historical cost basis, two problems had to be solved; namely, 
(1) it must be objectively determined that the problem 
is a significant one; that is, it must be determined that the 
adjustments to be made on account of price level chs.nges are 
of sufficient importance to warrant a departure from the 
fundamental convention of historical cost; and (2) a practical 
and substantially uniform method of measurement and disclosure 
must be developed. This thesis is an attempt to answer the 
first question in part--whether net income adjusted for 
inflation of the type 1vhich has prevailed since the beginning 
of ';lorld ::rar II differs materially from the net income as 
currently reported. 
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Few such attempts have been made in the past. Most 
writers have contented themselves with a qualitative exposi-
tion of the subject. The pioneer work in America of quanti-
tatively measuring the effect of price level changes on 
financial statements was done in the late 1920's and early 
1930's by Henry W. Sweeney •. Doctor Sweeney studied the 
efforts and experimentation made by European economists and 
accountants, especially in Germany,, to prepare useful and 
truthful financial statements during the great inflation in 
the early 1920's. He adapted, modified and expanded these 
methods to meet American accounting needs and in 1936 published 
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the results of his studies under the title "Stabilised Accounting." 
This book is still the most comprehensive, lucid, and con--
sistent work in the field. 
Several years ago Professor Ralph Coughenour Jones 
of Yale made a quantitative study of the effect of inflation 
on the reported income of nine steel companies. (1) He 
concluded that the adjustments for inflation were enormous, 
and that the net profits of these companies were greatly 
overstated. This writer does not concur completely with the 
method used and hence with the results obtained by Professor 
Jones. A detailed discussion of this matter will be found 
in Section III of this paper, wherein are compared the various 
(1) "Effect of Inflation on Capital and Profits; the Record 
of Nine Steel Companies" by R.C. Jones, Journal of Accountancy, 
January 1949, page 9. 
concepts of business income held currently. Under an initial 
grant of $15,000.00 by the Merrill Foundation for the 
Advancement of Financial Knowledge, Professor Jones is 
currently directing a research project to test the methods, 
procedures and conclusions of Supplementary Statement Number 
Two issued by the Committee on Concepts and Standards Under--
lying Corporate Financial Statements of the American Accounting 
Association •. 
The method of approach used in this paper is the 
case study. Fifteen companies engaged in a variety of activi--
ties-manufacturing, wholesaling, and retailing--were selected 
for study •. No representation was given to public utilities, 
public carriers or to organizations which are primarily finan-
cial in character, since these concerns are special cases 
and require separate treatment. The method of adjustment 
adopted is a modification of that used by Sweeney. (1) Only 
the income statements are adjusted. Balance sheet items are 
considered and adjusted only to the extent that they affect 
the profit and loss account. This sacrificing of completeness 
was made reluctantly but of necessity, since sufficient data 
was not available to adjust balance sheets •. 
(1) 11 Stabilised Accounting11 by H.W. Sweeney, 1936 
Harper and Brothers •. 
8. 
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S~CTICN II - IKFLaTION 
Definitions of Infl~tion 
Appropriately enoue::b, we begin our study of inflation 
by definin~ it. Like many words of widespread usage, however, 
inflation means different things to different people. In its 
popular sense it most genere.lly means any rapid and 2ener~l 
increase in prices. I0:any economists would take issue with 
ttis definition. They would s2y that increases in prices are 
mer-ely symptoms of inflation; that many factors otber than 
inflation could and do cause increases in prices and that it 
is conceivable that some price rises could even be defla-
tionary. Some economists would define inflation as an increase 
in purchasin~ power--bank deposits, credit, cash--relative to 
the production of goods e.nd services on w.tich it may be spent. ( 1) 
Others would modify this definition so as to include the effect 
of the velocities of circulation of cash and deposit currency; 
they v:ould define inflation as an increase in t.J:-.e use of pur-
chasinc power rels.ti ve to the production of ::;:oods and services. ( 2) 
It is the purpose o~ t:tis p2"per to study tbe effect 
of price-level cha.nges on business net income, and hence the 
word "Inflation"·in the title is used in the sense of increase 
in the level of prices. Therefore we shall, for our purooses, 
define inflation as "any im;:wrtant and widespread decrec-.. se in 
the purchasing pov;er of money, from whatever cause. 11 ( 3) This, 
it may be seen, is the popular sense of tte word. 
(1) "Infla.:.ion" by E.C. Harv10od, 1935, pa2:e lC. 
(2) 11 'l'he -~~:cc of Inflo.tion" by Edwin · .. ·alter Kemmerer, 1942, page 7. 
(3) "Tbe Pattern of Infla.tion" by i~ational Industrial Conference 
.2oard, 1945, page 3. 
Causes of Inflation 
It is not our purpose here to discuss in great detail 
the many primary, secondary and tertiary causes of inflation--
volumes have been vrri tten on the subject-- but simply to 
survey the basic causes thereof as background to the main 
thesis. 
At least six basic causes of price inflation can be 
clearly distinguished. Many, and sometimes all, of these 
causes, to a greater or less extent, are present in an infla-
tionary period. They are as follows: 
(l) inflation via the printing of currency; 
(2) credit inflation throue~ excess bank reserves; 
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(3) credit inflation t:Grough monetization of government 
deficits; 
(4) inflation via increased supplies of silver and gold; 
(5) increased velocities of circulation of deposit-
currency and money; 
(6) commodity scarcity. 
The first type of inflation, that is, via the printing of 
currency, is perhaps the easiest to understand. The government 
simply turns loose the printing presses and floods the country 
wit~ paper money. As a result, the exchange value of money in 
relation to goods and services decreases. Each unit of money 
represents a smaller ouantity of EOOds and services, other 
factors remaining constant. An outstanding recent example 
of this type of inflation is offered by Germany after V'lorld 
War I. Other examples are the Continental Currency inflation 
in 1775 and the Civil llfar Greenbacks. (1) 
Banks have the power to cc:.use inflation through the 
issuance of credit. If we assume that average reserve require-
ments of the banking system are twenty per centum of deposits, 
then for every dollar of new currency deposited by recipients 
thereof, the banks can extend five dollars of credit. Thus 
the amount of purchasing power is increased without any 
comparable increase in goods and services. There have been 
two major inflations in the United States caused primarily 
by excessive bank credit--the V'fildcat Banking of the 1830's 
during which State banks created excessive speculative credit 
following President Jackson's refusal to renew the charter of 
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the Second Bank of the United States, and the 1926-29 inflation.(2) 
The third type of inflation--credit inflation through 
monetization of government deficits--occurs mainly during 
time of war, for it is at such time that the greatest deficits 
are created. The monetization process may be described as 
follows. 
The Government has estimated expenditures of, let us 
say, one hundred billions during fiscal 1954. Its estimated 
revenues under the present tax structure will only amount to say 
(1) "Inflation" by E.C. Harwood, 1935, page 15. 
(2) Ibed page 44. 
seventy-five billions. The deficit of twenty-five billions 
ce.n be removed in four ways; namely, ( 1) through reduction of 
estimated expenditures, (2) by increasing taxes, (3) by 
selling bonds to the public, or (4) by selling bonds to the 
banks. If we assume that the employment of the first three 
methods has reduced the deficit to fifteen billions, then 
resort must be had to the fourth method for the remainder of 
the deficit. The Government then sells fifteen billions 
of bonds to the banks. The banks, on their books, simply 
create a deposit credit to ths Government against which the 
latter can draw checks. Thus, as the Government draws 
against these credits, it creates additional purchasing 
power to the extent of fifteen billions. The inflations in 
the United States following World ~riars I and II were generated 
primarily by the excessively large money supply created 
by war financing. 
The fourth type of inflation is caused by the fact 
ths,t the Government buys silver and gold bullion with newly 
created currency. This new currency is added to the normal 
money sup9ly and thereby increases available purchasing power, 
\'li thout, however, increasing the goods and services to be 
purchased. The amount of this type of inflation is, of 
course, proportional to the production of these metals. 
ll.A 
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A fifth cause of inflation may be described as follows. 
It is easy to see that one unit of currency which is exchanged 
ten times annually in the course of business performs exactly 
the same function and represents exactly the same purchasing 
power as two units of currency which are each exchanged five 
times annually. Hence, a given amount of currency can repre-
sent different amounts of purchasing power depending on its 
rate of turnover. An increase in the rate of turnover, or 
velocity of circulation, is equivalent to an increase in 
the money supply without a corresponding increase in goods and 
it is therefore inflationary. "Velocities in general are 
low in periods of depression and high in periods of prosper-
ity." (1) 
In a relatively free economy, such as has prevailed 
in the United States, prices are determined substantially by 
the interaction of supply and demand. Under conditions of 
strong demand, a decreasing supply of goods and services means 
higher prices. From this it is readily understandable how, 
such as in time of war, scarcity of commodities produces 
tremendous inflationary pressures on prices. 
The post-V"Jorld 1tiar II inflation was caused, for the 
most part, by monetization of Government deficits. In a speech 
before the Iowa Bankers Association of October 27, 1948, (2) 
Marriner s. Eccles, formerly chairman of the Board of Governors 
(1) "The ABC of Inflation" by Edwin '."ialter Kemmerer, 1942, pg. 8. 
(2) Reprinted in "Inflation: Causes and Cures" by Thomas c. 
'Haage, pg. 104. 
of the Federal Reserve System, had this to say concerning 
Inflation: 
n~rihile nearly everyone has been fully conrcious of 
inflation in our economy, there has been no general agreement 
or widespread understanding among the people as to why prices 
he.ve risen. Some criticize organized labor for successfully 
deme.nding higher wages. Others point to the raising of prices 
by business and resultant excessive profits; to the high 
prices of agricultural products or to the activities of 
speculators, in commodities and real estate. Government 
expenditures, high taxes, and many other things are singled 
out for blame. Such factors, to be sure, all have their rel-
evance to inflation. But some of these are only symptoms or 
effects of inflation and not causes. Others are merely rel-
atively minor factors that could never in themselves he,ve 
developed an inflationary situation such as we have had. 
nThe vital force that has been generating inflation 
in this country has been the excessively large money supply 
vlhich was created by war financing." 
EFFECTS OF INFLATION 
Inflation affects many people in many ways, but we 
shall here consider only the basic changes which itbrings 
about. One basic change wrought by inflation is that it 
changes the entire structure of prices, in some cases dras-
tically. All prices do not rise at the same rate or to the 
same extent. Many factors, such as supply and demand, e;:overn-
ment regulation and control, the extent of monopoly, war, and 
so forth, conspire to determine prices; and the rels.tive 
importance of these factors is different for each productor 
service. During the period 1939-1948, farm prices more than 
tripled, raw materials advanced one hundred eight per centum, 
finished goods rose one hindred seven per centum, and the 
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price of lumber increased two hundred forty-seven per centum. (1) 
(1) Guaranty Survey; July 29, 1948, pg. 2. Published by 
Guaranty Trust Co. of New York. 
These are outstanding examples of changes in the price 
structure; and although other changes may not be as great, 
there is nevertheless a significant general disparity in the 
extent of price incree.ses of different goods and services. 
A second effect of inflation is its reduction of the 
purchasing power of all incomes. r:.... doubling of the general 
price level reduces the purchasing povrer of one's income by 
one-half. Especially hard-hit are those who have fixed 
money incomes, such as from annuities and pensions. 
Inflation makes easier, less burdensome, the payment 
of monetary claims, because such payments comprise less 
purchasing power than was originally received. Hence the 
debtor realizes income to the extent of such difference in 
purchasing power. By the same token the creditor sustains 
an equivalent loss because of the decrease in purchasing 
power of his claim. 
To the extent that the market value of assets held 
for sale has increased more than the general increase in 
prices, a gain has occurred. On the other band, if the 
general price level has increased more than the value of 
assets held for sale, a loss has been sustained. Some would 
say that such a gain or loss should not be restricted to 
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assets held for sale but should be applicable to all assets. (1) 
It is this writer's opinion, and taken as one of the assumptions 
(1) H.1tl. Sweeney in "Stabilised Accountingn, 1936. 
of tbis thesis, that no gain or loss from appreciation or 
decline is properly computable on assets not held for sale. 
This point is discussed in greater detail in Section III. 
For the salaried individual, the increasing cost of 
living cc:m be compensated for simply by increasing his salary 
by the per centum of increase in prices. Table I gives a 
simple illustration of the relationship between price levels, 
salary, expenses, savings and purchasing power of savings. 
It is assumed that the general price level was one hundred 
during 1951 and that it increased to one hundred and ten 
instantaneously at the outset of 1952. Note that in the 
first case, although the expenses increased only ten per-
centum, the savings decreased by forty per centum and the 
purchasing pov1er of savings decreased 45.5 per centum. In 
Case II both salary and expenses have risen by four hundred 
dollars, but this amounts to only an eight per centum in-
crease in salary as compared with a ten per centum increase 
in expenses; the savings, dollarwise, are the same as for 
1951, but tbe purchasing power thereof has decreased by 
9.1 per centum. In Case III both salary and expenses have 
risen by ten per centum, amounting to an increase of five 
hundred dollars in salary and four hundred in expenses; the 
savings are greater, dollarwise, than in 1951 by ten per 
centum, but the purchasing power thereof is exactly the same. 
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Table I 
Relationship Among Price Levels, Salaries and Savings 
1951 
Price level 1222--Price Level 110 
100 Case I Case II Case III Case IV 
Sal<:.ry 5000 5000 5400 5500 5750 
Expenses (living) 4ooo 4400 4400 4400 4400 
Sc;,vings 1000 boO 1000 1100 1350 
Purchasing Power of -
Savings 1000 ~ 209 1000 1227 
The proprietor or partner of a business and the stock-
holders of a corporation ste.nd in exactly the se.me relationship 
to business net income as the salaried individual does to his 
gross salary. Hence if the businessman's costs rise, he must 
increase his prices by the same magnitude in order to arrive 
at the same dollar net income he had prior to the increase in 
costs. However, if he is to fully maintain the purchasing 
power of his net income, to keep on a par with the increase 
in gross salary of the salaried individual, he must increase 
his selling prices by the s~me percentage that his costs in-
creased, Table II illustrates this point. It is assumed in 
the case of corporate stockholders that all the corporate 
net income is distributed, 
Table II 
Relationship Between Price Levels and Business In~ome 
Sales 
Costs and Expenses 
Net Income 
Expenses (living) 
Savings 
1951 
Price Level 
100 
50,000 
45.000 
5,000 
4,000 
1,000 
Purchasing Power of 
Savings 
1922--Price Level 110 
Case I Case II Case III 
54,500 54,900 55,000 
49.500 42.500 49.500 
5,000 5,400 5,500 
4,400 4,400 4,400 
===6=0=0 1,000 1,100 
545 909 1,000 
Case IV 
55,250 
49.200 
5,750 
4,400 
1.350 
1,227 
16. 
17. 
SECTION III : CONCEPTS OF BUSINESS INCOME 
Let us now, turn to a consideration of the various 
concepts held concerning the nature and proper determination of 
business income. It is necessary to do this, for upon the 
concept adopted will depend the nature of the adjustments to 
be made to reported income and the. methods of measurement 
.thereof. Indeed, it must be established thB.t it is proper to 
make any adjustments at all, on account of inflation, to 
income as presently computed. 
Accountinrc Concepts 
During the last half century or so, three accounting 
concepts of business income have been widely used; namely, the 
concept called "Single Entry", the concept that income is the 
difference between revenues and properly chargeable expen-
ditures, (1) and the present accounting concept, which is an 
extension and refinement of the second. 
Under the "Single Entry" theory net profit or loss 
was computed as the difference in net worth between two points 
of time, the assets being valued at current market and proper 
adjustments being made for dividends and new capital con-
tributions during the period. Under such a concept, every 
appreciation of assets, from whatever cause, is a profit and 
(1) See D.A. Litherland in Accounting Review, October, 1951, 
page 475. 
every decline in value a loss. In a paper on "The Profits of 
a Corporation" read at the First International Congress of 
Accountants at St. Louis, A. Lowes K1ckinso~ stated that many 
companies were using the "Single Entry" method "without bad 
results''. {1) However that may be, the method bas a fatal 
defect in that it requires the valuation of assets at the 
beginning and end of every fiscal period, a task too specula-
tive and subjective to be considered satisfactory accounting-
"\1ise. {2) 
Under the second concept held some fifty years ago--
that net profit is the difference between revenues and properly 
chargeable expenditures--depreciation was not a properly 
chargeable expenditure; neither were capital losses from fire, 
storm or theft. It \vas considered that changes in tbe money 
value of fixed assets bad no effect on the calculation of 
profit because fixed assets were permanent--they were not for 
sale. Tbe replacement of fixed assets was classified as a 
management decision and provisions therefor were not to be 
considered as affecting the determination of profit. 
There are three basic assumptions which determine 
the computation by accountants of profit under the presently 
(1) 
(2) 
Officia.l Record, First International Congress of 
Accountants, 1904, page 172 
See Robert H. Montgomery's "Auditing Theory and Practice", 
1934 edition, page 472. 
18. 
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accepted "cost Concept". (1) The first may be called the 
monetary assumption. It postulates that fluctuations in the 
value of the dollar may properly be ignored in computing 
profits. In other words, appreciation or decline in the 
market value of assets is not a profit factor. This rule also 
means that net income in a given year may be a combination of 
income from operations, reflecting an efficient business or-
ganization, and income from changes in the value of the monetary 
unit. nThe significance of the t-vro types of profit is by no 
means the same for purposes for w.tic.h determinations of income 
or profit are most commonly made 11 • (2) 
The second basic assumption, called the "going-concern" 
postulate, is that the life of the business enterprise may be 
deemed to be perpetual, in the absence of definite knowledge 
to the contrary. An immediate corollary is that the market 
values of all assets except those held for sale may be ignored 
in preparing balance sheets. This assumption .has tended 
to lessen the importance of the balance sheet relative to the 
income statement. 
The third postulate of present-day accountint_: is that 
income is to be recognized only when it may be considered to 
be realized; that is, income is not assumed to accrue as value 
is added to a product undergoing manufacture, but is recognized 
only at the time of sale thereof. According to this rule no 
(1) 
(2) 
. 
See "Milestones on the Path of Accounting" by Percival F. 
Brundage, Harvard Business Review, July, 1951 
11 Cbanging Concepts of Business Income 11 by The Study Group 
on Business Income, 1952, page 20. 
income or loss arises from appreciation or decline in value 
of assets. There are two exceptions which this postulate 
recognizes, namely, that in the case of installment sc:_les 
gain need be recognized only in proportion to cash collections, 
and th:?_t profits may be accrued, by the percentage of comple-
tion method, on long-term contracts such as construction of 
buildings, roads, bridges, sl:ips, and so forth. 
The cost concept, as presently interpreted by the 
majority of accountants, contemplates that income will be 
determined by a process of matching actually incurred costs 
against related revenues. Costs incurred in one accounting 
period, but which benefit several periods are to be 
allocated among such periods on some equitable basis. Only 
the actually-incurred dollar costs are to be so amortized, 
no more, no less. Two important costs of this type are those 
for fixed assets and inventory. In the case of the former, 
the American Institute of Accountants defines depreciation 
as follows: 
"Depreciation accounting is a system of accounting 
which aims to distribute the cost or other basic value of tan-
capital assets, less salvage (if any), over the estimated 
useful life of the unit (which may be a group of assets) in a 
systematic and re.tional manner. It is e. process of allocation, 
not of valuation. Depreciation for the year is the protion 
of the total charge under such a system thc:.t is allocated to 
the year. Althou.::h the allocation may properly t2.ke into 
account occurrences durinc the year, it is not intended to be 
a measurement of the effect of all such occurrences." (1) 
( 1) Accounting Research Bulletin Number 22 of tbe Americe.n 
Institute of Accountants. 
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The Council of the Institute of Chartered Accountants 
in England and :i'ales fully concurs with this vie\v of de-
preciation. (1) With regard to the cr~rge to be made to 
cost of sales on account of inventory, numerous methods are 
in use, such as identified cost, average cost, first-in 
first-out cost, and last-in first-out cost. The last method 
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has been permitted only because it is justified as an allocation 
of actually-incurrec1 cost, and not, as some would have us 
believe, because it corresponds closely to replacement cost. 
To summarize the present accounting view of profit, we 
may say that (1) profits are determined on the accrual basis; 
(2) revenues are recognized only when realized; and (3) profit 
is determined by matching tistorical costs, allocated among 
several accounting periods when necessary, with related 
revenues. 
Economic Concepts 
The fundamental economic concept of profit is that it 
is the difference in net worth between two points of time, 
proper account being taken of dividends and new capital con-
tributions durins the period. Otherwise stated, economic 
proi'it is conceived as the amount that can be consumed during 
a perioc1 and leave one as well off at the end thereof as at 
the beginning. Again, it is the amount that c2n be distributed 
(1) See its "Recommendation XIIn, January, 1949, page 53. 
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without impairment of earning power. {1) This means, according 
to one economist, that net income is the amount that can be 
consumed in any one period with the expectation of equivalent 
comsumption in all future periods. {2) It will be seen that 
these views substcmtially coincide vlith the "Single Entry" 
accounting concept previously considered. However there are 
two views as to the valuation of assets in such a system. 
Some would value assets at current market; others would 
value them in total as the present value of a stream of expected 
earnings extending into the indefinite future. 
Those who bold to the current-market-price theory 
would value each asset, or each homogenEous group of assets, 
at current market and t:ten would add such values together to 
obtain the total value of assets. This school maintains that 
the only economic value of an asset is its markeVprice. (3) 
Others argue that the market price of individual 
assets is no indication of the value of all the assets considered 
as an organized whole, ready to earn income for their owners 
and operators; that as a matter of fact the value of business 
assets is a function of their earning power; the,t vli thout 
earning power their value would be 
(1) 
(2) 
(3) 
Joel DeEm in .. Measurement of Profits for Executive 
Decisions" in Accounting Review, April, 1951, ;age 185 
Alexander on page 201 of "Five Monographs on Business Income 
--Discussion", published July 1, 1950 by Study Group 
on Business Income. 
"Study of the Theory of Corporc:1-te Net Profits" by Roy A. 
Foulke, 1949, page 11. 
, nil. ( 1) 
In this connection it might be of interest to mention 
briefly the views expressed by Sidney S. Alexander in a paper 
titled "Income Measurement in e. Dynamic Economy" prepared 
for tl:.e Study Group on Business Income. Mr. Alexander defines 
the real economic income of a corporation as"the real value 
of its equity at year end minus the real value of its equity 
at year beginning •••• " proper account being taken of dividends 
and new capital contributions. He then analyzes this real 
economic income into two components, "real variable income" 
and "correlative unexpected gain (or loss)". Concerning the 
first component, he says that: 
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"(It) depends on receipts and expectations thereof. An 
adjustment to the current year's receipts can be computed on 
the basis of beginning of the year's expectations and 
expressed in dollars of begin...'1ins of the year purchasing power. 
That adJustment is the difference between the present value 
of the stream of receipts expected as of the beginnins of tbe 
year and what it is expected to be ·worth at the end of the 
year after tbis year's expected receipts are taken out. That 
is, expected receipts minus the adjustment equals expected 
income. Real variable inccr:1e is tten the difference between 
the real value of this year•s receipts and the real value of 
the adjustment. The variabiJ.i ty is introduced by the fact 
that actual receipts may differ from expected receipts" 
(page 76). 
To put it simply, real variable income is the real 
value of expected net receipts minus the amount necessary to 
maintain the earning power of assets. This maintenance amount, 
in accounting language, includes depreciation, obsolescence, 
(1) See J.B. Canning's "Economics of Accounting", 1929, 
and Sidney s. )_lexander' s monograph "Income Keasurement 
in a Dynamic Economy 11 , 1950, published by The Study Group 
on Business Income. 
amortization, et cetera. Correlative unexpected gain (or loss) 
is "eoual to tl::e real value of the future stream of receipts 
at year-end minus the real value of that stream as expected 
at ye:3.r-beginning". In lay language, this means the change 
durint:; the period in the real present value of expected 
future earnings. 
Mr. ~lexander distinguishes three types of profits, 
namely, mixed sales profit, contemporaneous Sclles profit and 
pure s~les profit. The fi~st is profit substantially as 
presently computed under existing accounting conventions. The 
second is profit determined by matching revenues and costs in 
dollars of the same, current, purchasin8 power; that is, 
original costs are adjusted for changes in purchasing power of 
the dollar. The third states all costs on ths basis of current 
replacement value. Both contemporaneous and pure s2les profits 
are superior measures to mixed sales profit, he states, 
because they adjust for price changes which occur over a span 
of years. He further believes that contemporaneous sales 
profit is a better profit measure than pure sales profit. 
The two measures differ basically in that the latter takes 
into account changes in the structure of prices, that is, 
divergence between the change in prices of the cost items 
of the particular corporation and the change in the general 
price level; v;hereas the former adjusts only for the change 
in the general purchasing power of the dollar. Contemporaneous 
sE,les profits therefore form a proper basis of inter-firm 
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comparison, but pure sales profits do not, bacause: 
"Contemporaneous sales profits measure costs against 
the other opportunities for purchase at the time the cost 
item was acquired. Thus if two companies make the same 
amount of sales this year and have purchased the goods that 
have gone into cost at the same price then their mixed profits 
from sales will be equal. But if one of these companies 
has purchased its cost items in a year in which the purchasing 
power of money was very high, in other words when the real 
cost level ws.s high, and the other purchased its cost items 
in a year in which the purchasing power of money was low, the 
second will have the higher contemporaneous profit because · 
the second gave for its cost items less real value than did 
the first". ( 1) 
Some would argue that the income statement should 
not include price gains, which are non-recurring and which 
depend mainly on the whims of the market; but that it should 
only include gains from operations, which are a true measure 
of the oper~ting efficiency of an organization. Others would 
contend, however, that, to say businessmen do not consider it 
important to "buy right", or to purchase at a time when they 
think the price the lowest, would be contrary to fact. Price 
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gain is an important consideration in business and its existence 
is a good measure of business acumen. 
-dith regard to inventories, economists, in line with 
their basic concept of profit, would value inventories at 
the current market. In the absence of such a scheme, they 
would accept, as a reasonable approximation, the last-in first-
out or the next-in first-out methods of valuation. Such 
methods, they say, would substantially eliminate "paper" in-
(1) "Income Measurement in a Dynamic Economy" by Sidney S. 
Alexander, 1950, page 90. 
ventory profits, that is, profits which have to be used 1m-
mediately to buy the same quantity of goods tba t we"s sold but 
at higher prices. It has been estimated that profits of 
American firms wc::re overstated, for this reason, by a total 
of over thirteen billions in the three years 1946, 1947 and 
1948. (1) 
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Let us now briefly consider the subject of depreciation, 
as it is 7iewed by economists. One view is that there are 
two kinds of economic depreciation as follows: (1) the first 
kind is called the opportunity cost of equipment, which may 
be measured by the fall in the market value of the equipment 
during a period of time; and (2) the seco:pd is 11 the exhaustion 
of a year 1 s -vrorth of limited valuable life11 and is to be meas-
ured, not by historical costs, but by the replacement value 
of equipment required to produce the same earnings. The second 
kind of depreciation is not a cost, they say, but an act of 
savinc__. (2) 
According to economists, there can be no income 
"'vi thout full maintenance of capital, using the latter in the 
sense of productive capacity. (3) 
( 1) 
(2) 
(3) 
11Profits 11 , the Report of the Flanders Subcommittee of the 
Congressional Joint Committee on the Economic Report, 
1949, page 175. 
"Measurement of Profit for Executive Decisionsn by 
Joel Dean, Acccunting Review, April, 1951, page 199. 
~iilliam H. Moore, page 216 of the Flanders Subcommittee 
Report referred to in (1) above. 
One criteria as to the existence of profits is their availabil-
ity for distribution, says Charles E. Wilson, President 
of the General Electric Co.; profits are not profits if they 
have to be used to maintain--not to expand but merely to 
maintain--productive capacity. (1) 
According to Professor Sumner Slichter of Harvard, 
profits c.uring the three years 1946-48 were overstated by 
a total' of 3.3 billions because of inadequate depreciation. (2) 
Views of Government Regulatory Bodies 
The views of government regulatory bodies, such as 
the Securities and Exchange Co~~ission, the Interstate Commerce 
Commission, the Federal Power Commission, et cetera, are 
substantially in agreement with the historical cost concept 
of profits as presently applied by accountants. If anything, 
these 3odies are more strongly addicted to historical costs. 
Regarding depreciation, the Securities and Exchange Commission 
has insisted that the amount of the depreciation charge be 
independent of price level changes and th:0.t the total of all 
depreciation charges not exceed the total monetary cost of 
the assets. In an accounting release, this Commission said; 
"~ve conclude, then, that the proper function of an 
income statement presenting the results of operations is to 
present an accurate historical record. On this basis, it is 
evident that the items included therein should clearly and 
(1) Ibed. page 57. 
(2) Ibed. page 175. 
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accurately reflect only actual operations". (1) 
Concept Adopted in this Paper 
The accounting concept of profit as the difference 
betv-;een recognized revenues and historical costs has the great 
advantage that it is objective, definite and capable of 
exact verification. Thus when one firm purchases goods or 
equipment from another, the transaction is evidenced by an 
invoice specifying exactly what was exchanged and the exact 
consideration given or promised. It is an arms-length trans-
action. This concept is a money concept; if one sells something 
for a higher price than it cost, he has made a profit to the 
extent of the difference in the number of dollars. The fact 
that one's costs have in the meantime risen, so that it takes 
more capital to carry on the S'?..me volume of business, is con-
sidered an entirely separate and distinct matter and not one 
to enter into the determination of profit. Any increased 
capital requirements may be obtained by borrowing, in which 
case the interest thereon would be a proper expense of the 
business. (2) In answer to the contention that inventory 
profits are merely "paper" profits, Professor Charles A. Bliss 
of Harvard University demonstrated that (1) inventory profits 
are not the necessary and inevitable result of increases in 
(1) Securities and Exchange Commission, Accounting Series 
Release Number 53, November 16, 1945, page 20. 
(2) Howard C. Gre~r in Accountinp· Review, April, 1948, page 131. 
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costs of new inventory; that as a matter of fact such occ-
urances in and of themselves cannot p9ssibly create inventory 
profits; and that (2) inventory profits, where they do occur, 
are the result of an increased differential between selling 
price and cost; th::_t this occurs most naturally when old 
stock is priced higher than formerly because the higher cost 
of new merchandise requires a higher selling price and so, 
as a result, all merchandise, including the old, lowcost 
items, is sold at the higher prices. {1) 
Some accountants would agree that, where prices in 
general have moved to a new, permanently-higher level, capital 
adjustments should be made and recorded in the accounts; but 
they also maintain that cyclical price movements are in the 
nature of profits and should be so considered. (2) 
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The trust fund theory of the capital of a corporation 
offers some sup~ort for a money measure of income. Under this 
theory, the creditors have the right to be protected against 
reduction of net worth below a certain money amount. If the 
assets appreciate, the creditors can have no objection to 
the distribution to stockholders of all of such increase, for 
the claims of creditors are for fixed sums of money, not 
for real value, and hence they will still have adequate 
(1) Harvard Business Review, September, 1948. 
(2) See "Adaptations to Price Level Changes" by Maurice 
Moonitz in Accounting Review, April, 1948, page 136 
protection, money-wise. By the same token if the price 
level declines, the money value of contributed capital cannot 
be reduced. (1) 
A money measure of income can perhaps be justified 
also for taxation purposes, for thou2h money income is not the 
same as real income, the two are broadly related in that one 
who has greater money income will also generally have greater 
real income. It is true that a real measure of income would 
distribute the tax burden more equitably, but in that case 
capital losses on cash and claims to cash would hs_ve to be 
allowed, and capital gains on monetary liabilities would have 
to be computed, so that such a course might be considered 
impractical. (2) 
In testimony given to a United States Senate Subcom-
mittee investigation profits it was stated that: 
"If physical equipment is to be depreciated at re-
placement prices rather ttan original historical costs, then 
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of course this will, to the extent of the increased depreciation, 
lessen the profit reported annually. But Professor Slichter 
ignores the fact that such a procedure would require the 
declaration of an increase in the equity of the owners, in 
the nature of a windfall inflationary profit due to the rise in 
the value of the capital equipment. This windfall profit 
would exactly balance the increased depreciation charges and 
would leave the actual profits unchanged." (3) 
The error in the above reasoning, from the conven-
tional accounting point of view, is that such an adjustment 
( 1) 
(2) 
(3) 
"Income MeasureJ;O.ent in a Dynamic Economy" by Sidney s. 
Alexander, 1950, page 78. 
Ibed. page 78. 
Russ Nixon in "Profits", Report of Flanders Subcommittee 
of Joint Committee on the Economic Report, 1949, page 65. 
to fixed assets would be considered a capital adjustment and 
would not go to earned surplus; and hence would not increase 
the accumulated earnings. 
Having given the main arguments in favor of the status 
quo, let us consider some of the weaknesses. Firstly, it is 
known that one of the basic assumptions underlying historical-
cost accounting is that the fluctuations in the value of the 
accounting unit, the dollar, may be ignored, because they 
will not materially affect income calculations. The fact is, 
however, that the dollar is anything but stable; actually 
the fluctuations are quite sizeable, as any price index will 
show. (1) Hence, although historical costs once represented 
real economic value, they now represent only nominal dollar 
costs. The balance sheet and the income statement as currently 
prepared combine costs representing very different values. 
These statements do not give real costs, that is, actual 
sacrifice incurred in terms of economic power. In reality, 
the number of dollars in an income statement is important 
only in relation to its exchange value and the dollar is not 
a stable standard of value. (2) As a result of the changing 
value of the dollar, as when prices rise steadily and steeply, 
net profits are declared prior to full provision for main-
tenance of productive facilities. There can be no profit in 
( 1) See "Study of the Theory of Corporate I\et Frofi ts" by 
Roy A. Foulke, 1949, page 19. 
(2) Ibed. page 58. 
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the true economic meaning of the \vord until all facilities 
have been provided for, in the sense of productive capacity. (1) 
Many accountants and businessmen would be willing to 
adhere to the tistorical-cost concept of accounting if two 
changes were made; namely, that depreciation and inventory 
charges be made on current dollar values. (2) To adopt such 
9, view, towever, would be merely opportunist and could not be 
defended in theory, for it vrould introduce serious inconsist-
encies into accounting theory and pr~ctice. If it is correct 
to use current dollar values for depreciation and inventory 
charges then it is equally correct, and in fact not to do so 
would be incorrect, to use current dollar values for all other 
costs. 
Enou2h concerning the historical cost concept. We 
come now to a considerstion of the advantages and disadvantages 
of the economic concept that profit is the difference in net 
worth between two points of time, proper adjustments being 
made for dividends and nevl capital contributions, and the 
assets being valued at current market. First let us ascertain 
the relationship between market value and cost. As was stated 
earlier (page 31) the cost of an item was the ma.rket value 
at the time it was purchased. Hence cost expresses initial-
value. It is therefore entirely proper to account for value 
(1) 
(2) 
"The I'-'leasurement of Profit" by Frank Sewell Bray, 1949, 
page 71. 
See "Three Discussions of Financia.l Accounting and In-
flation" by George o. Iv1ay in Journal of Accountancy,March, 
1952, page 29L~. 
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rather than costs as such. (1) 
One of the expressed advantages of the change-in-net-
worth theory is that, by thus valuing assets periodically, 
gains and losses in value are taken into account which the 
conventional accounting approach does not. Even though these 
appreciations and declines in value are not "realized", they 
are, according to economists, just as real and actual as 
though brought about through sale. To economists there is 
only one value--market value--and gain or loss is defined as 
any change therein. 
A corollary of the economic view of profit is that 
all i terns on the b;o·lance sheet and income st::;~tement would be 
expressed in current dollars, and would hence express real, 
comparable values rather than just nominal dollar amounts. 
There is little doubt that such ste.tements would be more 
significant, useful and truthful than those prepared under 
historical-cost accounting. Statements prepared under the 
latter system contain dollars of heterogeneous values and 
ccnsequently of doubtful significance. 
Ancther 2.rgument in favor of the economic theory of 
profit determination is that, because it charges depreciation 
at current costs, it tends to provide for the maintenance of 
physical c&pital invested, instead of merely the original 
(1) See 11 Accounting Problems Relatine;; to the Reporting of 
Profits 11 by \i .A. Patllm, J. K. Las·ser and H. E. Hetu, 
1949, page 8. 
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at current costs, it tends to provide for the maintenance of 
physical capital invested, instead of merely the original 
"dollar investment;"that is to say, it amortizes the real 
economic cost of the assets rather than their nominal dollar 
cost. (1) There seems to be considerable misunderstanding 
concerning the relationship between depreciation and asset 
replacement. There is no asset fund arising out of accumu-
lated depreciation charges. (2) Depreciation simply reduces 
the reported, distributable profits and hence, in a sense, 
impounds those profits. But the assets representing these 
profits are as varied as the assets comprising the balance 
sheet. Some of the profits may be inventory, or cash, or 
prepaid expenses, or accounts receivable. By no means is the 
profit which is reserved by depreciation to be considered as 
existing in a cash fund to be used for replacement when 
necessary, and requiring augmentation when the purchasing 
power of money declines. Indeed it would be a poor management 
which allowed such a cast accumulation, for cast is the most 
unproductive of assets and its amount should be the minimum 
necessary for good operations. The cash position of a co-
mpany is a matter of management policy and replacement of 
fixed assets is only one of many factors affecting it. 
(1) See 11 Tbe Effect of Changing Price Levels Upon tl:':e 
Determination, Reporting, and Interpretation of Income" 
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by ':lillard J. Graham in Accounting Reviev1, January, 1949~ page 21. 
( 2) For an erroneous vievr see 11 The I•1easurement of Frofi t' by 
Frank Sewell Bray, 1949, page 67. 
This economic concept of profit--that profit is the 
difference in net worth between two points of time, the 
assets beinb valued at current market--bas, bmvever, some 
serious shortcomings. In the first place, taking the market 
values of individual assets, or o1· homogeneous groups of assets, 
and adding them together to arrive at total. asset market value 
is not all the se"me thins as vs.luing all the assets toeether 
as an org~nized and functioning whole, for, as stated before 
(page 22), the va.lue oi the assets of a company is a function 
of their profit production. (1) Secondly, this concept 
does not distinguish between price gains caused by the e.·.terna.l 
operation of market conditions and income due to the efficient 
operation of the company's main activity, the activity \·:hich 
it ..,.;as primarily created to perform. It is important that a 
firm know the results of this latter activity for it is the 
one which can be most closely controlled by m2nagement. 
Thirdly, this concept does not permit comparability of inter-
firm profits, because of the alteration in the structure of 
prices. (See discussion at page 24.) In the fourth place, 
this method does not take cognizance of purchasini.:. power losses 
(gains) on monetary assets (liabilities). The last and perhaps 
most potent objection to the economic concept is that it is 
too subjective, to easily manipulated, too difficult to put 
(1) See J.B. Canning's "Economics of Accounting", 1929, and 
Sidney s. Alexander's monograph "Income Measurement in a 
Dynamic Economy", 1950, published by the Study Group on 
Business Income. 
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into practice. (1) 
As explained on pages 22 and 23, many economists 
would value assets as the present value of an expected stream 
of future earnings. This valuation of assets is the only 
difference between this concept of economic profit and the one 
just previously considered, and hence has all the objections 
enumerated above. 
The concept which has been adopted in this paper, 
and which will now be explained, may be called the purchasing-
power concept or the maintenance-of-purchasing-power concept. 
It bolds tb:,_t the dollar is significant only in ralation to 
its purchasing power. The stockholders of a corpore.tion do 
not contribute so many dollars or so many machines or certain-
land; they contribute so much purc!o..asing power and it is this 
purchasing power which they have a right to have maintained 
and protected. Likewise v1hen one purchases assets, such as 
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machinery and equipment, the real cost thereof is not a certain 
sum of dollars but rather a fixed amount of purchasing power. (2) 
According to this concept, all accounts, both real 
and nominal, are to be stated in dollars of the same purchasing 
power. Any purchasing power may be used, that is, as o:f the 
(1) 
{2) 
See Robert E. 1-Iontgomery's "Auditing Theory and Practice", 
1934 edition, page 472. 
See Testimony of Enders McVoorhees of U.S. Steel Corp. 
in nPro:fits", The Report of the Flanders Subcommittee o:f 
the Joint Committee on the Economic Report, 1949, page 53. 
current date or as of any past date. For purposes of comparing 
the progress of a firm during a number of fiscal periods it 
would be necessary to state the fin.:mcial statements for these 
periods in terms of the seme purchasing power. In most cases 
it vtould perhaps be best to use the purchasing power 2.s of 
the current balance sheet date, for t!:a.t is the one which is 
most familiar. People automatically, in their thinking, 
attach to the dollar bill--to any dollar bill, past, present 
and future--the present purchasing power value. 
This concept distinguishes between "real value" and 
"money valuen assets and liabilities. (1) The former consists 
of items such as fixed assets, inventories, supplies, prepaid 
expenses, equity investments, and liabilities payable in 
tangible goods (which is, of course, a rare occurrence). The 
latter consist of such items as cash, receivables, bond 
investments, and liabilities fixed in money amount. Money 
value items automatically adjust themselves for changes in 
the .2;eneral price level. Thus 1, 000 dollars cash is still 
ste"ted as 1, 000 dollars cash on the balance sheet even though 
the general price index has increased from 100 to 200. 
HoY.rever, in such a case, the income statement v-rill have to 
reflect a loss of 500 dollars, due to the decline in purchasing 
power of the c:~sh asset. Although this decline is not 
"realized11 in the conventional accountine:. sense, it is never-
( ~) For detailed description see I-I. Vl. Sweeney 1 s 11 Stabilised 
Accounting", 1936. 
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the less very real and represents a reduction in the economic 
strength of a coroor tion or individual. Re~l v~lue items, 
on the other hand, do not adjust themselves automatically 
to changes in purcbe.sing power. If the mSl.rket value of such 
assets increases to the same extent as the general rrice lsvel, 
then no ~~in or loss has resulted therefrom--all thst is re-
quired is to revalue the assets and increase the equity of 
stockholders. If the market value of these assets increases 
less than (mor: than) the general level of prices, then the 
cbinpany will suffer an "unrealized" loss (make an "unrealized" 
gain) to the extent of the differential. In this paper, there 
not beinB sufficient data available to make such adjustments, 
it has been assumed the.t the mo,rket value of assets bas in-
creased to the same extent as the general price level and 
hence the differentials that mi5bt exist have Deen ignored. 
In general, this purchasing power concept of profit 
may be considered substantially the same as the conventienal 
historical-cost concept if "'~tle define cost in terms of purcbas-
ine:: Dower re.ther tban in nominal dollars. ( 1) The tvTO concepts 
woul6 still differ in one respect, however, in that only the 
:purchasing power concept recognizes gains and losses attaching 
(1) See Testimony of ':i.A. Paton in "Profits", the Report of 
the Flanders Subcommittee of the Joint Committee on the 
Economic Report, 1949, page 50. Also "Structural Changes 
and General Changes in the Price Level in Rels.tion to 
Financia.l Repprting" by J .E. Kane in 11 Accounting Review, 
October, 1S51, page 499. Also "Accounting Problems 
Re latin~ to the Reporting of Profits 11 by 'iv. A. Fa ton, J. K. 
Lasser, and Herbert E. Hetu, 1949. 
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to the real-value and money-value assets and liabilities 
because of changes in the general price level. 
The advantages of the purchasing power concept are 
many and of basic importance. In the first place, it states 
all revenues and costs in equal-value dollars and therefore 
presents a result which is economically meaningful. Contrast 
this result with the traditional income statement, which 
combines dollars having very different significances. A 
balance sheet prepared according to the purchasing power 
concept is likewise of greater value. Secondly, th~s concept 
permits true inter-firm comparisons, because the costs used 
are the current equivalent of actual historical costs incurred 
and hence are not distorted by intervening changes in the 
structure of prices. (1) (See page 24). Thirdly, the use 
of this concept makes comparisons of ops.ra tions between diff-
erent periods for the same firm much more useful and signi-
ficant, because the accounts of these periods may be restated in 
terms of t!:Je same purchasinc power of the dollar. In the 
fourth place, this concept permits the objective determination 
of income, for it takes as its startine point the objectively-
determined, actually-incurred, historical costs, to which it 
applies an objective, independently-constructed, and publicised 
index. This method does not require, as does the replacement 
( 1) See "The Structure of Post-1flar Prices 11 by Frederick Cecil 
iv1ills, 1948. Also J .E. Kane, "Structural C!:Janges and 
8€neral Changes in the Price Level in Realation to Finan-
cial Reportingn in Accounting Review, October, 1951. 
cost method, a subjective determination to replace in kind, 
to replace with a different type of capital, or indeed to 
replace at all. A fifth attribute of this concept is.that 
it preserves the purchasing l::;Ovier of investments in fixed 
assets and inventories. A sixth advantage, as stated before, 
is that this method recognizes gains and losses on money-
value items caused by changes in the general price level. 
Such £ains and losses could be very substantial. 
There are many, however, who are not ready to rec-
o&~ize such gains and losses on money-value assets and liab-
ilities. They say that it is not equitable to allow business 
firms such recognition and deny it to individuals, who also 
have this type of gain and loss. Also these same people say 
that such a concept would 11 obviously11 be useless in satisfying 
the present purposes of accounting, because "it vrould make 
a dominant factor in determining income during years of in-
flation the decline in real value of the permanent investment 
in monetary assets (less liabilities)." (1) The first con-
tention, that if business firms are to be allowed recognition 
of these gains ano losses then other types of income must be 
allowed these same adjustments, may be partly conceded; but 
it should be borne in mine that business assets stand in a 
different position from personal assets in relationship to 
the individual. (See discussion on page 16.) The second 
(1) "Changing Concepts of Business Income" by The Study Group 
on Business Income, 1952 page 57. 
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however, will not stand up under examination. Firstly, it 
cannot be doubted that these gains and losses are real in the 
truest sense of the word; and that these gains and losses 
have been actually incruued also cannot be doubted, though 
they may not be "realized" in the restricted sense in which 
accounting currently uses that word. Secondly, it is not at 
all certain that these gains and losses would be a "dominant 
factor in determining income". As a matter of fact the net 
adjustment on this account is most frequently very small 
or non-extent. It is unusual to have a "dominant"adjustment 
of this type; such would occur only when money-value assets 
greatly exceed the sum of current and long-term liabilities. 
The reason that such monetary adjustments were so large in 
Professor Jones' calculations is that he did not consider 
the gain on the long-term liabilities as off-setting the 
losses on monetary assets; rather he accounted for such gains 
as part of the increase in the corporate equity. (1) Such 
a procedure is incorrect, in this writer's opinion. There 
is a very definite legal distinction between a bondholder and 
a stockholder; the former is not an owner of the corporation; 
he does not participate in earnings; he is entitled only to 
a fixed sum, vli th a fixed interest rate thereon. A decline 
in the purchasing power of money is a real loss to such 
(1) "Effect of Inflation on Capital and Profits; the Record 
of Nine Steel Companies" by R.C. Jones, Journal of 
Accountancy, January, 1S49, page 9. 
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bondholder, and a reel gain for the stockholders. Such a 
gain is properly income to the corporation, under the pur-
chasing power concept of profits. 
Some object to adjustments for price-level changes, 
because they do not believe such adjustments would materially 
alter tbe amount of profit as presently determined. They are 
of opinion that the relative importance of depreciation is 
being greatly overemphasized; that the great bulk of costs, 
such as material, labor and most manufacturing expenses, are 
very sensitive to changes in the purchasing power of money--in 
other vJords that they are quite current; that fixed assets are 
being continuously repaired, improved, and replaced, all at 
current prices, and that tbis process of reple.cement is ac-
celerated in periods of inflation; that companies which have 
a large investment in fixed plant also have a considerable, 
counter-balancing, long-term debt, and hence any inflation 
losses on the fixed assets are to a great extent offset by 
infle.tion gains on the fixed liabilities. (1) These objections 
may be completely sound, and it is the purpose of this paper 
to determine their validity. 
Another objection to price-level adjustments is that 
laws generally require the preservation of the money investment 
of stockholders; hence the minimum total depreciation that 
can be taken is original cost less salvage. If the general 
(1) Delmer P. Hylton, "Should Financial Statements Show 
1 l•.~.onetary 1 or 1 Economic 1 Income?" in Accountinp- Review, 
October, 1951, page 504. 
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price level drops considerably and the fixed assets are con-
sequently reduced in dollar amount below the original cost 
thereof, accumulated depreciation may fall below the minimum 
required by law to preserve stockholder interests. Althouch 
it seems unlikely that prices vlill drop to such an extent, 
this objection has theoretical validity. Laws, however, are 
themselves compounded of customs, traditions, and conventions. 
There should be no hesitation in revising laws, where it can 
be shown that the 'net effect thereof would be beneficial. (1) 
One argument against the preparation of financial 
st2.tements on the purchasing power concept is that such stB.te-
ments would be me.aningless to the average user. ( 2) This 
ar,sument ma.y be tr·ue initially, but certainly, as people become 
familiar with such statements, they will learn hm-.r to interpret 
them. 
The objection that there is no such thing as the 
general purchasing po,.;er of the dollar, because it varies with 
each firm or individual, will be discussed in Section IV, 
when we consider the selection of an appropriate index. 
SECTICN IV - CASE STUDIES 
This section is perhaps the crux of the entire paper, 
for the attempt will be made to quantitatively measure, the 
(1) Fre.nk Sev1ell Bray in "The Measurement of Profit", page 68. 
1949 
(2) "Truth in Accounting" by Ken~-~eth MacNeal, 1939, page 123. 
extent to which reported income is being mis-stated because 
of ths current inflation. First the characteristics of the 
·sa.mple will be determined; then a sui table inflation-measuring 
device will be adopted; then will be discussed the mettod of 
applicB.tion of this measuring device; and finn.lly the results 
of the study will be analysed. 
Selection of Cases 
From the myriad types of business activity pursued 
in the United States it was decided to select the corporstions 
to be studied from among the following four categories: (1) 
)1anufacturing, (2) wbolesaline::, (3) retailing and (4) mis-
cellaneous; the last class to represent several unrelated 
activities. No representation was .given to public utilities 
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or railroads, for these activities ars highly regul~ted, and 
revenues therefrom are closely controlled; hence they properly 
form the basis of a separa.te study. In so far as they are 
ch2~racterised by heavy investments in fixed plant and a large 
proportion of long-term debt they are best represented by the 
manufc:tcturing group. Nei tber have financial corpore.tions been 
considered, since almost all of their assets and liabilities 
are in the nature of mcnete.ry clcl.ims and the only significant 
adjustment to conventionally-computed profits would be for any 
gain or loss on money-value items. (1) Table III shows the 
actual corporations selected, their principle activities and 
indico:-~tes their size. Note th2.t assets vary from eight million 
Table III 
Size and Activity Data of Fifteen Corporations* 
Type and Name Principle Activity 
Manufacturing 
Hercules Powder Company 
Caterpillar Tractor Co. 
u.s. Pipe and Foundry Co. 
American Woolen Co. 
u.s. Leather Company 
Ward Baking Company 
Chemicals 
Automotive Equip. 
Plant M1 f 1g. 
Textile M1 f 1g. 
Leather M1 f 1g. 
Food Production 
Wholesaling 
Carpenter Paper Co. 
Dentists 1 Supply of N.Y. 
Bluefield Supply Co. 
Paper Products 
Dental Supplies 
Equipment Wholesaling 
Retailing 
F.W. Woolworth Company 
Gimbel Brothers, Inc. 
Safeway Stores, Inc. 
Florsheim Shoe Co. 
Variety Stores 
Dep 1 t Stores 
Retail Foods 
Shoe M'f'r and Distr. 
Miscellaneous 
* 
** 
*** 
McGraw-Hill Publishing Co.Publishing 
General Outdoor Adv. Co. Advertising Agency 
Source: Moody's Manual of Investments 
Fiscal Year ended October 31, 1950 
Fiscal Year ended January 31, 1951 
Assets--Dec. 31, 1 50 
$108,261,226 
185,778,022 
49,968,463 
142,548,449 
15,705,868** 
28,968,713 
22,263,700 
8,054,358 
10,421,422 
374,551,633 
143,924,114*** 
261,248,011 
16,560,121** 
32,577,999 
21,956,746 
Sales--1950 
$160,230,774 
337,285,327 
41,173,862 
150,124,090 
21,237,017** 
85,397,364 
52,184,089 
7,625,628 
25,769' 767 
632,135,790 
29l,076,S87*** 
1,209,993,762 
28,538,165** 
46,731,198 
26,220,118 
~ 
U'\ 
• 
to 375 million and that sales range from ~even and a half 
million to almost one and a quarter billion. It is believed 
that the sample chosen is of sufficient size and scope to 
permit conclusions adequate to the purposes of this paper. 
The year 1950 was selected for study because of 
several reasons. Firstly, it is the latest year that might be 
considered "normal", that is, it is the latest pre-vmr period. 
Although the Korean War began in mid-1950, business was not 
significantly affected until early 1951. Government controls 
then became more stringent; many industries were in full 
production of war goods; and certificates of necessity, under 
which rapid amortization of emergency facilities was permitted, 
began to be issued. The second reason for using 1950 is that 
the change in the price level for that year was substantial, 
being exceeded in the last decade only in 1946 and 1941. (2) 
It was believed desirable to use a period of considerable 
change in price levels in order to fully explore the effects 
thereof on the income statement. However, in analyzing the 
results of the study this abnormally large change in the price 
level must be kept in mind. For all but three of the companies 
(1) 
(2) 
For a discussion of these cor:;:;orations see "Inflation: 
Causes and Cures" by Thomas 0. Waage, 1949, page 72. 
See Survey of Current Business, June, 1952, page 24. 
The purchasing power of the dollar as measured by the index 
of wholesale prices of the u.s. Dept. of Labor dropped 
from 53.5 to 46.6 in 1950; from 75.1 to 57.1 in 1946; and 
from 99.6 to 85.8 in 1941 •. 
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studied, the fiscal year coincided with the calendar year. 
The three exceptions are The United States Leather Company 
(fiscal year ended October 31, 1950), Gimbel Brothers, Inc. 
(fiscal year ended January 31, 1951) and The Florsheim Shoe 
Company (fiscal year ended October 31, 1950). 
Choice of Index 
Certain objections have been raised, concerning the 
use of index numbers in financial accounting, which will be 
answered at this point. First it has been said that index 
numbers are not accurate; (1) that they are subjective as to 
type, number and weight of itmes to be included; that they 
tend to lose their value and comparability as the time spread 
becomes greater. (2) All these objections are to a limited 
extent valid. But we are not here seekins perfection. A 
slide-rule is only approximately correct, but is nevertheless 
of value to the engineer. Most business calculations are 
approximations and the accountant's financial statements are 
no exception. It is sufficient for a tool if it increases 
the accuracy of our estimates. And so it is with index 
numbers. They are today used widely for many purposes of 
grec:.t imports~nce--to establish and adjust wage scales; to 
( 1) 
(2) 
"Objections to Index ~~umber Accounting" by Russell Bowers 
in AccountinE, Review, April, 1950, page 149. 
11 The Making and Using of Index Numbers" by \'lesley C. 
Mitchell, 1938, page 22. 
measure industrial production; to indicate changes in the labor 
market; as business barometers, and so forth. They have been 
found sufficiently accure.te for all these purposes and more. 
If carefully constructed by impartial experts and widely 
publicized so as to be generally accepted, index numbers are 
exact enough and unbiased enough for the accountant's 
purposes. Certainly the error in them is no grea"ter than it 
is in the financial d:,.ta on vrhich it is proposed they be used. 
As for the argument that they lose significance vri th the 
passage of time, we may say that the base of such numbers may 
be shifted forward and the weights of items changed vrhenever 
it is deemed necessary or desirable to do so. (1) 
Another Objection has been stated by George D. Bailey 
as follows: ( 2) 
11 an index number may measure the difference between 
original cost and replacement cost of a piece of machinery 
but it may be quite erroneous as a measure of production 
capacity. The new machine, although it cost more, may be 
considerably more efficient than the old muchine because of 
tecrmological improvements in it. Hence the increased cost 
may be more than offset by increased production, thus actually 
reducing the unit c.ost of production." 
But we do not propose to use it here to determine 
replacement cost or productive ca_paci ty. 'tle wish merely to use 
it to restate historical, nominal dollar cost; to restate that 
cost in terms of its current purchasins power. Such a re-
( 1) 
(2) 
See Revised Index of Purchasing Power of Department of 
Commerce, Survey of Current Business, June, 1952, page 24. 
See "Profits", Report of the Flanders Subcommittee of the 
Joint Committee on the Economic Report, 1949, page 49. 
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statement is a purely mechanice.l, mathematical oper?,tion, 
and does not in the least involve consideration of the 
capacity of tbe tangible asset. 
Having determined that it is proper to use index 
numbers to adjust fin&ncial statements, let us consider the 
type of index 1·1hich would be most sui tabl6 to our purposes. 
There are two schools of thought on this matter: those who 
believe it best to use different indexes to adjust different 
i terns and those who maintain that whs.t is desired is one index 
of gener:',l purchasing poirrer, to be used to adjust all accounts. 
The proponents of the mutiple-index theory say that 
managemant must know specifically the price increases that 
have te:..ken place in i terns comprising plant, and hence would 
perhaps use ~ construction cost index t~erefor; and management 
must lmow the price changes in items which make up tte inven-
tories, and hence would use an index of iron and steel products, 
let us so.y, therefor, =~nd so fortt. (1) This knowledge the 
management must have, it is maintained, in order to follow a 
proper financial policy. Such may very well be the ce.se; and 
it woulc_ perhaps be wise to compute such indexes for me,nagement 
use;· but to use them in the calculation of profits is quite 
another matter. Profit determination must be objective and 
independent of m<::.nB.gement policy. The first determines the 
(1) "Effect of Inflation on Capital and Profits" by R.C. Jones, 
Journal of Accountancy, January, 1949, page 27. 
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second and not vice versa. 
Again it is argued that an index should take into 
?Ccount the types of costs, and only those types, which are 
incurred by a firm. The rebuttal of this second contention 
is at the same time the best af'firme.tive for usint,: one index 
of general purchasing power. Structural price changes within 
a stable general price level are proper elements of profit 
determination. As a matter of fact such specul::.tion is a 
legitim~te, important and widespread business activity. (1) 
Thus if one firm's assets increased in value more than the 
:;ener·:tl 9rice level, such firm has made a profit and should 
be held accountable for it. It is not equitable to reason 
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~bat the entire increase in value be considered as a restate-
ment of th::.t firm's original costs, and hence that none of 
such increase be includible in profit; whereas other firms, 
whose costs bad increased less than the general price level, 
vlOuld restc.te their historical costs at a lov1er level than the 
first firm above and ~ence would show profits that were not 
urofits, but merely changes in the exchange value of the 
dollar. (2) Vle must distinguish carefully betvreen changes in 
the value of individual goods and service and changes in the 
general exchange value of the doll~r. The one may occur 
(1) "Changing Concepts of Business Income" by The Study Group 
on Business Income, 1952, page 57. 
(2) "Cbjections to Index Number Accounting" by Russell Bowers 
in Accounting Review, April, 1950, page 151. 
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without the other or vice versa, although both are usually 
occurring simultaneously, but almost never at the s=-1me rate 
or to the same extent. 
One of the prime requisites to the proper construction 
of an index is the purpose for which it is to be used. 
According to ':lesley C. lYii tchell, to measure the changes in the 
purchasing power of money is not a clearly defined aim; (1) 
and hence such an index cannot be constructed without first 
establishing an acceptable definition of purchasing POI'Ier. 
The idea seems to be that purchasine: power means different 
thinf!S to different :people or companies, dependin,~ upon an 
evaluation of the kinds and quantities of goods used by the 
individual or firm. The basic difficulty is that the exchan e 
value of the dollar depends upon the good or service for 
which it is exchanged. But surely it is possible to generalize; 
to construct an index which would combine in some rational 
and consistent manner the many separate exchange values of 
the dollar. It may well be that such an index would not 
perfectly suit every industry and every kind of business; but 
it would, like the engineer's use of the slide rule, be a 
satisfactory approximation of the ideal 
Again, it is argued that the variation among price 
changes is too gree.t to parmi t the construction of a meaning-
(1) "The IviakinF and Using of Index Numbers" by Wesley c. 
¥dtchell, l938, page 24. 
ful indsx of general purchasing power, (1) But the very 
purpose of such an index is to measure general changes in the 
price level as opposed to structural changes, and hence it is 
proper to offset changes in opposite directions or changes 
among which there is considerable dispersion. 
The question nov-r arises as to which index of general 
9urchasing power should be used. Several such measures have 
been constructed, but we shall here consider only two of 
them; (2) the Purchasing Power Index of the United States 
Department of Commerce based on the index of wholesale prices 
of the United States Department of Labor, and this same type 
of index based on the latter Department's Consumers' Price 
Index. Both of these indexes use the 1935-39 average as the 
base. However, the one based on wholesale prices is weighted 
according to quantities entering into exchange in 1947, wtile 
the \veights for the Consumers 1 Price Index were established 
during the 1934-36 period. 
The proponents of the Consumers' Price Index make 
the followin~ points: (1) the ultimate goal of all business is 
the gratification of the wants of their owners; the~::: wants 
are for consumption goods and therefore an index of gonsumption 
goods is appropriate; (3) (2) everyone must pay consumers' 
( 1) 
( 2) 
( 3) 
"Five Ivlonographs on Business Income" published in 1950 by 
The Study Jroup on Business Income, pages 158 and 385. 
For a. compilation on Business indexes see "Measures of 
Business Change" by A.H. Cole, 1952. 
II Stabilized Accounting" by H. vi. Sweeney' 1936' p2.ge 4. 
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prices and hence this index is widely accepted and g~erally 
understood; (3) the principal ingredient in all business 
purchases is cost of human labor and the Consumers' Price 
Index is the best measure thereof. (1) 
Those who favor the wholesale price index maintain 
that since the index is to be applied to business accounts, 
it should·consist of the prices of soods and services which 
are used by business, and these are the items included in the 
wholesale price index. This group holds that the index must 
be considered from the viewpoint of the enterprise, not of 
the stockholders, for it is the ite.ms which enter into the 
determination of profit which are being adjusted and not the 
profit fic,ure directly. For the latter type of adjustment 
it is conceded that a consumption goods index might be 
preferable. As for the criteria of general acceptability, 
it is contended that the wholese.le price index is at least as 
well understood by, and as familiar to businessmen as, the 
Consumers' Price Index. The former is also as good a re-
presentative of labor costs as is the latter. 
In view of the above considerations, this writer was 
persuaded to use the purchasing power index based on wholesale 
prices. As a practical matter, however, the two indexes do 
not differ greatly and it is believed that the results would 
(1) "Effect of Inflation on Capital and Profits" by R.C. 
Jones in Journal of ~ccountancy, January, 1949, page 26. 
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not have been materially different if the index based on 
consumer prices had been used. Table IV and Chart I present 
a comparison of the two measures for the thirty-one years 
ending 1950. Note that the index based on wholesale prices 
is the more volatile. Two reasons for this are that consumer 
prices are more strictly controlled by government in time of 
war or emergency and that the wholes::-le index contains a large 
proportion of farm commodities. 
Method of Adjustment 
All items on the income statements, except Federal 
::,_md State taxes on income, were adjusted to the purchasing 
power of the dollar at the end o_ the fiscal period. Income 
taxes were not considered in this study--that is, only "net 
income before income taxes" was adjusted--bec8.use their amount 
for the country as a wbole, will not necessarily be changed 
by a change in net income reported before such taxes. The tax 
rate is determined to a large extent by the needs of Govern-
ment and those needs are not altered by the fact that cor-
porations report less profit by one method, of computation 
than by another. To obtain the revenue it requires the 
Government may simply change the tax rates. (1) Let us con-
(1) "Should Financial Statements Show 'Ivionetary' or'Economic' 
Income?" by Delmer P. Hylton in Accounting Review, 
October, 1951, page 504. 
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Table IV 
Comparison of Purchasing Power Indexes: 'i"lholes2.le and 
Consumer Prices* 
Purchasing Power Based on 
Year ';fuolesale Prices Consumer Prices 
1920 52.1 69.8 
1921 82.4 78.3 
1922 83.2 83.5 
1923 80.0 82.0 
1924 82.0 81.8 
1925 77.7 79.7 
1926 80.4 79.1 
1927 84.3 80.Q 
1928 83.1 81.6 
1929 84.5 81.6 
1930 93.2 83.8 
1931 110.3 92.0 
1932 124.2 102.5 
1933 122.1 108.2 
1934 107.3 104.5 
1935 100.5 101.9 
1936 99.6 100.9 
1937 93.2 97.4 
1938 102.3 99.2 
1939 104.3 100.6 
1940 102.3 99.8 
1941 92.0 95.1 
1942 81.4 85.8 
1943 78.1 80.8 
1944 77.3 79.6 
1945 76.0 77.8 
1946 66.5 71.7 
1947 54.2 62.7 
1948 50.1 58.2 
1949 52.7 58.8 
1950 50.7 58.2 
Annual Change 
iiho1esa1e Consumer 
+30.3 
+ 0.8 
- 3.2 
+ 2.0 
-4.3 
+ 2.7 
-+ 3.9 
- 1.2 
-1- 1.4 
+ 8.7 
+17.1 
t 13.9 
- 2.1 
-14.8 
- 6.8 
- 0.9 
-6.4 
+- 9.1 
+ 2.0 
- 2.0 
-10.3 
-10.6 
- 3.3 
-0.8 
- 1.3 
-9.5 
-12.3 
-4.1 
+ 2.6 
-2.0 
.. 8.5 
+ 5.2 
-1.5 
-0.2 
-2.1 
-0.6 
+ 1.5 
+ 1.0 
+ 2.2 
+ 8.2 
+10.5 
+ 5.7 
-3.7 
-2.6 
-1.0 
-3.5 
+ 1.8 
+ 1.4 
-0.8 
-4.7 
-9.3 
-5.0 
-1.2 
-1.8 
-6.1 
-9.0 
-4.5 
+ o.6 
-0.6 
*Computed by U.S. Dept.of Commerce from price indexes pre-
pared by u.s. Dept.of Labor. (Published monthly in Survey 
of Current Business) 
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sider, then, the methods to be used to adjust the various 
segments of the profit and loss statement. 
Sales 
57. 
It was assumed, in every case, that sales were pro-
portional throughout the fiscal year. Data is not available 
to make the adjustments contemplated in this paper any more 
accurate except by access to the companies' financial records, 
resort to which was not considered practicable. To adjust 
sales to the purchasing power of the dollar at year-end, the 
tot:3"l thereof was multiplied by the ratio of the average index 
during the ye~r to the index at year-end. This ratio is the 
reciprocal of the normal price index ratio, because we are 
here using a purchasing power, rather than a price, index. 
For corpor_tions with fiscal years ending October 31, 
1950 (of which there were two--The United States Leather 
Company and The Florsheim Shoe Company) the ratio was 51.9/48.6: 
for Gimbel Brothers, Inc., whose year ended on January 31, 1951, 
the ratio 50.2/45.5 was used; and 50.7/46.6 was the r~tio for 
companies on a calendar year basis. 
Cost of Sales 
As in the case of sales, it was assumed that the 
goods and services entering into cost of sales were charged 
out proportionally during the year. A second assumption is 
that all items comprising a company's inventory turned over 
at the same rate and hence that the inventory is always of 
uniform age. This assumption is not, of course, strictly 
realistic; goods do not usually move at the same r~te. However, 
it is believed the gre2t bulk of inventory does turn over at 
approximately the same r~_te; so that it is valid to compute 
an aversge age of cost of sales. At any rate the tun1over 
of inventory was calculated only to the nearest whole month, 
which is sufficiently accurate for our purposes. Three types 
of cases v1ere encountered, depending on whether the accounting 
method of costing inventories was last-in first-out, first-in 
first-out, or average cost. 
Where inventories were charged to cost of s'~.les by 
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the LIFO method, no ageing was considered necessary, as costs 
charged to profit and loss account were assumed to be suff-
iciently current. In the three cases in which LIFO inventories 
were encountered--The Caterpillar Tractor Co., The United States 
Leather Company and Gimbel Brothers, Inc.--the average annual 
turnover rate exceeded four. Hence in each case the physical 
inventory was less than three months old, on the average, and 
so it is reasonable to assume that the LIFO charges to cost of 
sales were very current, since even on a FIFO basis those 
costs would only be three months old. i:le are here concerned 
i-li th the age of costs :r10t of physical inventory. 
The great majority of the companies studied were on 
the FIFO cost basis. Some of these organizations had one 
amount for inventory, •trhile others showed an analysis as between 
finished goods, work-in-process, and raw materials. The 
procedure in the first type of situation was simply to calcu-
late the turnover rate of the entire inventory, by dividing 
the cost of sales by the average inventory on hand during the 
year (which was taken as the arithmetic average of beginning 
and ending inventories). Suppose that one such calculation 
shows that the inventories of a certain firm turned over 
once every four months. From that fact it could be assumed 
that the averg,ge age of items comprising cost of sales was 
also four months; and so we could logically proceed to the 
computation of the everage index for these items by taking 
the arithmetic average of the twelve monthly indexes ending 
four months prior to tbe end of the fiscal yeG,r. From then on, 
the computation is the same as for sales. In the second type 
of situation, where separate inventories are shovm for finisted 
I 
goods, work-in-process and raw rna teri&.ls, three rates of 
turnover must be computed and added together to arrive at a 
composite age of costs included in cost of sales. These rates 
are computed as follows: 
(1) First rate: cost of sales/average finished goods 
inventory; 
(2) Second rate: cost of goods manufactured/average 
work-in-process inventory; 
( 3) Third rate: costs· charged into work-in-process/ 
average raw ma.terie,ls invemtory. 
It may be argued that the formula for computing rete three is 
not correct; that the numerator of the fraction should include 
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only ra1,; materials charged to process, not total costs, 
wbich would include labor and manufacturing overhead. Firstly, 
sufficient data to make such a computation were not available; 
and secondly, the result would not be changed materially if 
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the computation were so made, because then the age of labor and 
overhead charged to work-in-process would have to be determined 
and added to the age of items in cost of s:tles, and because raw 
materials are only a part of the total inventory value. The 
cost of goods manufactured and the charges to work in process 
had to be computed by use of the following formulas: 
(l)Cost of goods manufactured equals cost of sales plus 
ending inventory of finished goods minus beginning 
inventory of finished goods: 
(2)Costs charged to work-in-process equal cost of goods 
manufactured plus ending inventory of work-in-process 
minus beginning inventory of work-in-process. 
The third case to be considered is that in which inventories 
are costed by the average cost method. The procedure followed 
here is to first compute the age of the items in cost of sales 
by the same method as for FIFO inventories and then to take 
one-half of the result as being the true age of such items. 
Depreciation 
The first step taken in adjusting depreciation for changes 
in the purchasing pov1er of the dollar was to restate the 
fixed assets in terms of t:t:e value of the dollar at the end of 
the current fiscal period. Before this could be done 
however, it was necessary in some cases to segregate from the 
tot2l fixed assets the non-depreciable items, such as land, 
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water rigbts, and so fortr'. In several instances, this analysis 
was not possible, but it should not affect the results materially, 
since land is normally only a small part of the total value 
of fixed assets; and furthermore the error is reduced greatly 
when the average depreci2tion percentage is applied to the 
fixed assets. The exact error cannot of course be computed, 
because the d·-~.ta necessary to make such a computation is the 
same as th~t required to make the correction; however the 
error would be the product of the average annual depreciation 
rste and the increase in value, because of changes in the 
purchasing power of the dollar, of the non-deprecia.ble fixed 
assets from date of purchase to the end of the fiscal yee..r 
under study. Such an adjustment would be only a sme.ll fraction 
of the totsl adjustment. 
First the amount of the depreciable fixed assets at 
the end of the accounting period under study was aged by year 
of E.cquisi tion. It was assumed in this process tbe.t the fixed 
asset balance was composed of the latest additions. Such an 
assL:mption is not of course realistic, for fixed plant consists 
of many items of many different life periods. However, t£is 
assumption is tr1e .:.est that coul<i be made under the circum-
stances and its effect is to reduce the amount of thE adjustment; 
it is therefore conservative. Such an effect is just osposite 
to that produced by including a depreciation adjustment on 
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appreciation of non-depreciable fixed assets--considered in 
the preceding paragraph--and the two effects will, to a con-
siderable extent, offset each other. In most cases the ageing 
process was a simple mc-,_tter, since Moody's Ivlanual of Investments 
shows fixed asset additions by year. In some cases, (1) such 
analysis was not available and the additions had to be estimated 
by use of the following algebraic formula: 
Annual additions equal annual increase in ~ross fixed 
assets plus annu9.l depreciation 
charge minus increase in depre-
elation reserve. 
Implicit in tbis estimate is the reasonable assumption 
tt~t all charges to depreciation reserve are credited to the 
fixed asset a.ccount. The ageing was carried back to 1935, 
where necessary, and all additions prior thereto were con-
sidered as one amount. The great bulk of the fixed assets 
in all cases consisted of additions since 1935 and so the 
error in not carrying the analysis further is probably small. 
At any rate, the data available prior to 1935, even in the 
stande_rd statistical services, was scanty and was not considered 
accurate. 
The second step taken in adjusting the depreciation 
was to convert the annu2.l fixed asset additions to dollars of 
( 1) Carpenter Paper Co., Dentists' Supply Co. of Nevr York, 
3luefield Supply Co., Inc., l-1cGraw-Hill Publisbing Co., Inc., 
and General Cutdoor Advertising Co., Inc. 
the purchasing power prevailing at the end of the accounting 
period being studied. This was done by first multiplying the 
additions by the average index for the year of acquisition, in 
order to convert them to base-period dollars; secondly, totalling 
these converted amounts; and third, dividing the result by the 
index at the end of the current fiscal year. This method is a 
contraction of the long process of converting each year's 
additions to current dollars by multiplying them by the ratio 
of the average index for the year of acquisition to the index 
at the end of the current fiscal period and then totalling the 
results. (1) All additions prior to 1935 were arbitrarily 
taken at either the average index for the period 1920-1934 or 
for the period between date of incro~;OrHtion and 1934, whichever 
period was the shorter. 
The third and final step in computing the adjusted 
depreci3. tion w.:.s to solve the following equation: 
D =A x 
a a Do/Ao; 
VVhere A0 is the original gross fixed asset balance; 
A a is the adjusted gross fixed asset balance; 
Do is the original depreciation; 
Da is the adjusted depreciation. 
This formula simply ste. tes th.e. t the adjusted depre-
elation is related to the original depreciation as the adjusted 
fixed asset balance is to the orisinal fixed as·set balance. 
(1) See H.'d. Sweeney's "Stabilized Accounting", 1936. 
Other Income and Expenses,Net 
These items, which include administrative and selling 
expenses, and miscellaneous income and expenses, were handled 
in the same manner as sales; they were assumed to have occurred 
proportionally throughout the year, with no time l~g between 
the dates of incurrence and the dc:ttes charged to profit and 
loss. 
Losses on Net Monetar Assets 
No adjustments to the balance sheet are necessary for 
monetary assets and li~bilities, because these items are 
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automatically stated in dollars of current purchasing power. (1) 
As it is aptly expressed by lJiaurice Mooni tz: 
"Under existing legal rules no money-creditor is 
entitled to receive anything other than current dollars, no 
money-debtor may be compelled to pay in any other medium." (2) 
There is, ho·wever, a loss (gain) on such items caused 
by changes in the price level and it is this loss (gain) which 
we propose to compute. The first step is to net tbe monetary 
assets and liabilitie~ at the beginning of the fiscal year 
and also at the end thereof. Then the arithmetic average of 
these two amounts is computed, this latter statistic being 
taken to represent the average balance of net monetary assets 
(liabilities) during the year. The loss or gain on this average 
(1) For a discussion of the nature of these items see page 37. 
(2) "Adaptations to Price Level Changes" by Maurice Moonitz 
in Accounting Review, April, 1948, page 139. 
balance is then calculsted by use of the following formula: 
where L (or G) is the loss or gain to be computed; 
Ie is the purchasing power index at year-end; and 
Ib is this same index at year-beginning. 
This formula is derived as follows: 
(1) let Pb and Pe represent the general price indexes 
at the beginning and end of a fiscal year; 
(2) then the relative change in prices during the 
period is given by the expression (Pe- Pb)/Pb; 
(3) but since we are not, in our calculations, using 
a price index but a purchasing power index, which 
is the reciprocal thereof, let us substitute in 
the above expression __ l __ for Pe and 1/Ib for Pb; 
Ie (4) the expression then becomes (1/Ie - 1/Ib)/1/Ib; 
(5) which ca.n be simplified to (Ib- Ie)/Ie• 
The order of the items in the numerator was reversed 
(being changed to Ie Ib) so that the expression would give 
a negative result when a loss occurred {as when there was an 
excess of monetary assets over liabilities) and a positive 
result when a gain occurred (as when there was an excess of 
liabilities over monetary assets), it being considered in the 
latter case that an excess of liabilities represented a 
negative quantity. 
There were several cases where liabilities as reported 
by the corporc:,tions, such as reserves for contingencies, 
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reserves for future plant expansion, and so forth, were not 
considered liabilities for purposes of this paper, since such 
items are properly classified as segregations of earned 
surplus, includible as a portion of net worth. 
Analysis of Results of Study 
The results of the study of fifteen cor~orationa are 
shovm in Appendix A. For each company the following statistics 
are there presented: (1) the original income statement as 
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given by Moody's Manual of Investments, together with a per-
centage comparison of tr.e magnitudes of the various items 
comprising such statement; (2) the income statement as adjusted 
for changes in the purchasing power of money, together with 
the same percentage comparison as in (1) above; (3) the 
magnitudes and percentage of the adjustments for the various 
items of tr.e income statement; (4) the magnitudes of the 
adjustments relative to each other. In the several pages that 
follow, we shall attempt to generalize on the results of our 
investigation. Such summarization is dangerous, at best, 
because of the great range of the results, due primarily to 
the diverse nature of the sample selected. Hov:ever, it is 
hoped that certain general truths may emerge concerning the 
effects of inflation on income as presently computed and 
reported. 
Table V and Chart II show the average percentage 
changes in the several items comprising the income statement. 
The geometric average is here a more suitable measure of central 
tendency than the ari tbmetic mee.n, because of the considerable 
dispersion among the adjustments for the various companies. 
The former has the serious disadvantage, however, that it 
cannot be used where both po~itive and negative values enter 
into the computation. 
Table V 
Average Percentage Change in Profit and Loss Items Caused 
by Changes in Purchasing Power of Money--1950: Fifteen Companies 
Percentage Change 
Extended Geometric Arithmetic Average 
Account Median(l) Average Average 
l':et Sales + 8.80 + 8.59 + 8.63 
Dev1at1on(2) 
0.49 
Cost of Sales +11.11 Tl0.84 +10.95 1.25 
16.43 Depreciation +48.17 +42.15 +48.84 
Other Costs and Expenses + 8.80 ~ 8.59 + 8.63 0.49 
Net Income before 
~onetary Adjustment 
Ket income after 
Xonetary Adjustment 
-14.98 
-19.16 
-22.09 ( 4 }-21. 29 ( 3) 
-29.42(4}-21.73(6) 
18.32(5) 
16.51(7) 
( 1) 
( 2) 
(3) 
( 4) 
(5) 
(6) 
(7) 
Extended by averaging the five centr8.l i terns. 
From .lrithmetic Mean. 
Excludes U.S. Leather Co., uhich, if included, would change 
the item to -50.60. 
Excludes two comp:3.nles, because unlike the others, they 
showed an increase in tbis item. 
Excludes U.S. Leatber Co., which, if included, would increase 
the item to 62.84. 
Excludes U.S. LeA.ther Co., which, if included, would change 
the item to -96.27. 
Excludes u.s. Leather Co., whicb, if included, would increase 
the item to 139.13. 
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It was therefore necessary in calculating this average for 
"net income before and after adjustments for purchasing pmver 
losses on net monetary assets" to exclude two companies (1) 
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whic~, unlike the others, showed increases in this item. Ag~in, 
the arithmetic averages of the changes in net income before 
and after the monetary adjustment are greatly distorted by 
the changes \vhich occurred in one company, The Dni ted States 
Leather Co. and it wa,s therefore excluded from the computation. 
This cor oration's net income before and after the monetary 
adjustment decre·~sed by 464 per centum and 1139 per centum 
respectively : In other words, a small net income prior to 
purchasing pov1er adjustments was converted into a very sizable 
loss by such adjustments. This was the only case encountered 
in v1Lich net income became a loss. Twelve companies showed 
decreases of, on the average, over twenty per centum in net 
income; WLile only two companies (2) showed gains in net 
income as a consequence of the adjustments, these gains 
averaging about four and one-half per centum before, and about 
eleven and one-half per centum after, purchasing power gains 
on net monetary liabilities. The change in depreciation was 
by far the greQtest, averaging over forty per centum for all 
companies; followed in turn by an increase of almost eleven 
(1) 
(2) 
Caterpillar Tractor Co. and Dentists' Supply Co. of New York, 
for net income before monetary adjustment; Caterpillar 
Tractor Co. and Gimbel Brothers, Inc., for net income after 
monetary adjustment. 
See note (1) above. 
per centum in cost of sales and eight and one-half per centum 
in net sales. 
A comparison of the aver&ge percentage changes as 
expressed by the three measures of central tendency here used 
(the extended median, the arithmetic average, the geometric 
mean) shows that they are in very close agreement, except 
for the changes in net income, and even the latter would be 
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in fair agreement if the distorting influence of The United 
States Leather Co. were excluded. Hence computed averages may 
be considered as being fairly representative of the whole. 
The percentage change in a profit and loss item, as 
a result of adjustment for purchasing power changes in money, 
is by no means an indication of the relative effect of such 
change on net income as compared with the effect thereon of 
the percentage change in another profit and loss account. Thus, 
in a company having sales of one million dollars and an annual 
depreciation ch~rge of one hundred thousand, an adjustment 
increasing the depreciation by fifty per centum is exactly 
offset by an adjustment increasing sales by only five per centum, 
as f·:?..r as sucb adjustments concern the amount of net profit 
to be reported. Table VI and Chart III compare the average 
magnitudes of the purchasing power adjustments; that is, they 
show the rel·"tive importance of the adjustments with respect 
to the computation of net income. Following is the descending 
order of im)ortance of the adjustments accordins to all three 
ave·agin~ methods used: (1) net sales, {2) cost of sales, 
(3) other costs and expenses, (4) depreciation, (5) purchasing 
power losses on net monetary assets. As a result of the 
purchasing power changes, net income before and after the 
adjustment for monetary items decreased on the average by 
a~proximately one-sixth and one-fourth, respectively, of the 
net sales adjustment. Thus contrary to the expressed beliefs 
of many, it is seen that the depreciation adjustment is 
relatively mtnor compared to the changes occurring in other 
profit ar.d loss accounts because of the decrease in purchasing 
povver of money. 
Of course the reason for the almost reversed order 
of the items in Table VI as compared with the order in Table V 
is that the latter measures the percentage change in the item, 
w:tereas the former ccEmares the actua.l magnitudes of the 
adjustments. These magnitudes are dependent on two factors: 
(1) the percentage change in tbe item; and (2) the magnitude 
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of the item to which the percentsge is to be applied. Table 
VII and Chart IV co;r..pare the averate magnitudes of profit and 
loss items relative to net sales, bott before and after the 
purch?.,sing power adjustments. Note tbat tbe order of magnitude 
of the items is tbe same as in Table VI; also tb~t the de-
preciation is on tbe averae;e only a small percentage of 
net sales. As percentae:es of net ss,les, tbe magnitude of the 
various nominal accounts changed as follows (using Arithmetic 
Avere.ges) : ( 1) cost of s·:les inc rea. sed by 1. 57; ( 2) depre-
elation increased by 0.64; (3) net income before purchasing 
power losses on net monetary assets decreased by 2.21; 
(4) purchasing power losses on net monetary assets increased 
by 0.56; (5) net income, after purchasing power losses on 
net monetary assets decreased by 2.77. 
Table VI 
Comparison of Avera~e 1fugnitudes of Adjustments for Changes 
in Purchasing Power of Money--1950: Fifteen Companies 
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Magnitude of Adjustment 
Extended Geometric ArithmeticAverage 
Account Median{ll Average{2) Average Devl~~t(4n(3 
Net Sales 100.00 100.00 lCO.OO --o-- ) 
Cost of Sales 96.47 94.51 96.24 14.::;8 
Depreci!:'.tion 7.52 6.04 9.62 6.71 
Otl:er Costs and Expenses 8.86 7.42(5) 10.45 6.82 
Net Income before 
lJlonetary Adjustment 19.51 17.05(6) 16.31 10.11 
furchasing Power Losses 
9.65(7) on Net Monetary Assets 6.63 7.69 9.60 
Net Income after 
Monetarl AdJustment 2:2.62 2:Z.02~6l 24.00 14.2Z 
(1) 
(2) 
Extended by averaging the five central items. 
(3) (4) 
(5) 
(6) 
(7) 
This column does not add arithmetically. See notes 5,6 and 7 
below. 
From Arithmetic Average. 
Net Sales used as base. 
Excludes one company which did not have an adjustment to 
this item. 
Excludes two companies which showed gains in this item. 
Excludes five companies which showed gains in this item. 
t --
i 
~--. 
I 
' i --~~-
-- +-l 
I 
-1 
I 
·-+-·-:- ; 
. L 
I 
~-
:··I ; . i 
I I .,.. 
I --· ____ Q_ __ J_, ~-
-- _j__ ---
I 
- ~ . ----. 
i 
--1----
; 
_j 
Table VII 
Avera~e Magnitudes of Profit and Loss Items Relative to Net 
Sales; Comparison Before and After AdJustment for Changes in 
Purchasing Power of Money--1950: Fifteen Companies 
P:a8!.!itude Relative to Net Sales 
Account 
Net Sales: 
Before 
After 
Cost of Sales: 
Before 
After 
Depreciation: 
.2efore 
After 
Other Expenses: 
:Oefore 
After 
Net Income Prior 
to l•1onetary 
Adjustment: 
Before 
After 
Purchasing Power 
Losses on Net 
Monetary Assets: 
Before 
After 
Ket Income After 
Konetary Adjust-
ment: 
Before 
After 
Extended 
Median(l) 
100.00 
100.00 
78.55 
80.20 
1.27 
1.80 
8.86 
8.86 
9.61 
7.42 
none 
0.51 
9.61 
7.08 
Geometric -'"'-ri thmetic 
Average 
100.00 
100.00 
74.90 
76.50 
1.23 
1.67 
7.42{3) 
7.42{3) 
9.91(4) 
6.49(5) 
none 
0.75(6) 
9.91{4) 
6.66(5) 
Average 
100.00 
100.00 
76.28 
77.85 
1.76 
2.40 
10.45 
10.45 
11.51 
9.30 
none 
0.56 
11.51 
8.74 
(1) Extended by averaging the five central items. 
(2) From Arithmetic Mean. 
Average 
Deviation(2) 
o.oo 
o.oo 
10.22 
11.13 
1.17 
1.58 
6.82 
6.62 
6.59 
6.50 
none 
0.74 
6.59 
6.21 
(3) Excludes one company because of no adjustment. 
(4) Excludes one company for purposes of comparison. 
(see note (5) below.) 
(5) Excludes one ccmpany bacause, unlike the others, it showed 
a loss in this item. 
(6) Excludes ~ive·companies because, unlike the others, they. 
showed a gain in this item. 
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In summary of the results of the study the following 
points are m""de: (1) that the effects of changes in the purchas-
ing power of money on the profit and loss accounts are material 
and substantial; (2) that the adjustments made on account of 
such changes in the general price level altered, measurably, 
the structure of the income statements studied; (3) that de-
preciation showed the largest percentage change, but had next 
to the smallest effect on net profit, the smallest being the 
adjustment on account of purchasing power losses on net mon-
etary assets; (4) that the adjustment to net sales was the 
l.~rgest, followed closely by that to cost of sales; (5) that 
net income decreased on the average by approximately one-fourth, 
as the result of the decrease in the purchasing power of money. 
Again, since all the items on the adjusted statements are in 
terms of the purchasing power of the dollar as of the end of 
the reporting period, the net income, as adjusted, is also in 
terms of such depreciated currency. 
SECTION V • CONCLUSION 
In the course of this study, the writer has had 
occasion to consider the nature and general effects of infla-
t~on, and by inference of defla.tion, on money, prices, income 
and expenses; to consider further the various concepts of 
bu:::iness income entertained by various accounting, economic, 
governmental and business groups and to adopt therefrom a 
concept which seemed to him most correct and usefUl; and 
finally to quantitatively measure, in a number of actual 
cases, the extent to which business income as reported under 
the presently accepted accounting concept deviates from such 
income as computed under the concept here adopted. The major 
difficulty encountered in the case studies was insufficient 
data. Hence a number of assumptions had to be made, the au-
thenticity and propriety of which the reader may best judge 
for himself. The writer is of opinion that the assumptions 
used are reasonable and are not such as would negative the 
results of the study. Be that as it may, the conclusions 
here drawn from the study are general in nature and are not 
affected by any but the grossest inaccuracies. 
The writer concludes from his investigation, firstly, 
that the adjustments to be made to conventionally prepared 
income statements on account of changes in the purchasing 
power of money are generally of such magnitude as to render 
such statements materially inaccurate; and secondly thRt all 
items (not only depreciation, as some would maintain) on the 
income st~tement should be so adjusted, because all items are 
substantially affected by general changes in the price level. 
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It is suggested that further useful research in this 
field might logically follow three courses: (1) the preparation 
of adjusted income statements by operating firms themselves, 
which statements would be more accurate than those prepared 
by this writer because of the availability of detailed data; 
(2) the quantitative measurement of the effect of general 
changes in the price level on the balancE sheet; (1) and, 
(3) investigation of tbe possibility of constructing a 
better index of purchasing power. 
(1) Professor Ralph c. Jones of Yale University is currently 
in charge of a project to make a stud' of this kind, 
under a grant of fifteen thousand dollars by the Merrill 
Foundation for tbe Advancement of Financial Knowledge. 
No results of tbis study have yet been publisbed. 
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APPEI\fDIX A 
CASE STUDIES 
Net Sales 
Cost of Sales: 
Depreciation and Amortization 
Other 
Total Cost of Sales 
Gross Profit 
Operating Expenses 
Operating Profit 
Net Other Income 
Net Income Before Monetary 
Adjustment and Before Taxes on 
Income 
Purchasing Power Losses on Net 
Monetary Assets 
Net Income After Monetary 
Adjustment but Before Taxes 
on Income 
Hercules Powder Company 
Income as Re7orted 
Year Ended 12 31/50 
Amount PerCent 
0 
AdJustment PerCent 
PerCent to Net 
Amount Change SiltaQg 
~?160.230.774 100,00 ~174.,328.322 100.00 +$14.097.548 +8.80 ±100.00 
7,275,718 4.54 10,957,341 6.28 + 3,681,623+50.60 t 26.11 
101,048,080 63.07 112,46~.390 64.52 +11.420.,410+11.30 .... 81,01 
108,324,698 67.61 123.42 .731 70.80 i-15.102,033+13.94 +107.12 
51,906,076 32.39 50,901,591 29.20 - 1,004,485 -1.94 - 7.12 
22,553.19_4_ ___ 1~_._0_7 24,_531 ,487 14,08 + 1,984,293 + 8.8_9 __ ... 14_,08 
29,352,882 18.32 20,3M,To4~-15-.Y2- -.=.z-,988,778 ...:16.Y8 -21.20 
493,_9f33_ __ 0~ 536,466 0.31 + 43.383+ 8.80 + 0.31 
$_29,845.965 18.63 26,900,570 15.43 - 2,945,395 -9.87 -20.89 
l,634L696 _ 0,9/.J. _ 't 1_,634_.696 ... 11, 6o 
$_ 25,265.874 14.49 -4.580,091-15.35 -32,49 
oe 
0 
• 
l 
Net Sales 
Cost of Sales 
Depreciation and 
Amortization 
Other 
Total Cost of Sales 
Gross Profit 
Operating Expenses 
Operating Profit 
Net Other Expenses 
Net Income before 
Monetary Adjustment and 
Before taxes on Income 
Purchasing Power Gains on 
Net Monetary Liabilities 
Net Income after 
Monetary Adjustment but 
Before Taxes on Income 
Caterpillar Tractor Compaqy 
Adjustment Income as Reported Income as Adjusted 
Year Ended 12/)1/50 Year Ended 12/)1/50 
Amount PerCent Amount PerCent 
PerCent-~ PerCent to Ne~ 
Amount Change Sales Change 
$337,285,327 100.00 $366,960,638 100.00 -+$2~675,311 +8.00 +100.00 
5,526,554 1.64 6,193,108 1.69 + 666,554 +i2.06 + 2.25 
246,395,201 73.o5 268,073,740 13.o5 + 21,67e,539 + e.8o + 73.o5 
251,921,755 74.69 2'r4,266,848 74.74 + 22,345,o93 + 8.87 + 75.3o 
85,363,572 25.31 92,693,790 25.26 + 7,336,218 + 8.59 + 24.70 
22,oe5,442 6.55 24,o28,581 6.55 + 1,943,139 + 8.eo + 6.55 
63,278,130 18.76 68,665,209 18.71 + 5,381,019 + 8.51 + 18.15 
813,845 0.24 885,449 0.24 + 71,604 + 8.80 + 0.24 
$62,464,285 1Ji•S2'o 67 1 719,760 18.47 + 5,315,475 + 8.51 + 17.91 
688,313 0.19 + 688,313 + 2.32 
$68,468;073 18.66 + 6,003, 788 + 9.61 + 20.23 
(Xl 
f-1 
• 
Net Sales 
Cost of Sales: 
Depreciation and Amortization 
other 
Total Cost of Sales 
Gross Profit 
Operating Expenses 
Operating Profit 
Net Other Income 
Net Income Before Monetary 
Adjustment and Before 
Taxes on Income 
Purchasing Power Losses on 
N'~t Monetary Assets 
Net Income After Monetary 
Adjustment but before 
Taxes on Income 
United States Pipe and Foundr,y Company 
Income as Re~orted 
fear Ended 1731/56 
Amount PerCent 
Income as Adjusted 
Year Ended 12/31/50 
Amount Percent Amount 
Adjustment 
PerCent P8rCent tCINet 
Change Sales Change 
$41,173,1;62 lOO.QQ__j~, 796,1)50 100.00 -tjJ,622_~588 + 5.80 + 100.00 
595,581 1,45 1,017,371 2.27 + 421,790 + 70.82 + 11.64 
31J397 J847 76.2_5_,34,946,385 ?8.Q.L~.3,548,538 + 11.30 + 97.96 
31J993,428 77.70_:-=35,963J755 80.28_=~ 3,970.~328 + 12.41 TlO~ 
9,180,434 22.30 8,832,694 19.12- - 347,740 - 3.79 - -v;.oo 
3,276~.3 ____ ]~96 3,56~\441 7~96 + 28~248 + 8.80 + 7.96 
5,904,241 14.34 5,268,253 11.76 - 635,988 - 10.77 - 17.50 
834,148 2.03 907,539 2.03 + 73,391 + 8.80 + 2.03 
$6,738,389 16.37 6,175,792 13.79 - 562,597 - 8.35 - 15.53 
540~621 1.21 + 540,621 + 14.92 
$5,§a51].71 __ 12_.58 _ -1,1o3,218 - 16.37 - 3o.4s 
en 
1\) 
• 
Net Sales 
Cost of Goods Sold 
Depreciation 
other Operating Expenses 
Total Operating Costs 
Operating Profit 
Net Other Expense 
American woolen Compagr 
Income as Reported Income as Adjusted 
Year Ended 12/31/50 Year Ended 12/31/50 
Amount PerCent Amount PerCent Amount 
Adjustment 
PerCent- Percem.- to- Net 
Chase Sales2ChaDge 
Net Income Gefore Monetary 
Adjustment and Before 
Taxes on Income $ 8,661, 760 5.77 1,761,197 1.08 - 6,900,563 -79.67 - 52.24 
Purchasing Power Losses on 
Net Monetary Assets 
Net Income After Monetary 
Adjustment but before 
Taxes on Income 
150,048 
$1,611,149 
0.09 + 150,048 + 1.14 
0.99 -$ l.t959,6J,!_- 81,40 - 53.38 
OJ 
\.)J 
• 
Net Sales 
Cost of Sales: 
Depreciation 
Other 
Total Cost of Sales 
Gross Profit 
Operating Expenses 
Operating Profit 
Net Other Income 
Net Income Before 
Monetary Adjustment and 
Before Taxes on Inco~e 
Purchasing Power Losses on 
Net Monetary Assets 
Net Income After 
Monetary Adjustment 
The United States Leather Compaqr 
Income as Reported Income as Adjusted Adjustment 
Year Enaea 10;)!750 Year ~naea 107)1750 Pircent PerCent to Net; 
AmOunt PerCent AmOunt PerCent Amount Change Sales Change 
$21,237,017 100.00 $22,679,036 100.00 -+$1,442,019 + 6.79 +1oo.oo 
100,9f:tJ 0.47 1.53,017 0.67 + 52,057 + 51,56 + 3.61 
19,760,265. 93.05 21,400,175 94.36 + 1,639,910 + 8.30 +113.72 
JY;B6I,225 93~52-- 21~55:r,19r- 95.03 - -+-1;o91~90T- +- -a;s~-+II7-;JJ 
1,)15,192 6.48 1,125,844 4.97 - 249,948 - 18.17 17.3) 
1,388,672 6.54 1,482,964 6.54 * 94,292 + 6.79 i 6.54 
12,880 o.o6 357,IZo 1.57 - )44,240 ±2,672.67- 2).87 
d5,836 0.40 91,664 0.40 + 5,b28 + 6.79 + 0.40 
$ 72,956 0.34 26S,t&S6 1.17 3~d,412 -463,86 -23.47 
493,093 - -~_.].7_ + 493,093 +34.19 
$ '758,5't9 3.34 - 831,505 -1,139.73 ~'1.66 
Note: ~ Figures represent Losses 
CX> 
~ 
• 
Net Sales 
Cost of Sales 
Gross Profit 
Operating Expenses: 
Deli very and Selling 
Advertising 
Administrative 
Depreciation 
Total Operating Expenses 
Operating Profit 
Net Other Expenses 
Net Income Before 
Monetary Adjustment and 
Before Taxes on Income 
Purchasing Power Gains on 
Net Monetar,y Liabilities 
Net Income After 
Monetary Adjustment but 
Before Taxes on Income 
Ward Baking Compagy 
Income as Reported Income as Adjusted Adjustment 
Year Erided 12/J0/50 fear Erided 12/)b/50 PerCent PirCent to Net 
AmOunt percent AmOunt PerCent Amount Change Sales Change 
$85,397,364 1oo.oo $92,910,863 too.oo +1 7,513,499 + a.ao +!OO.oo 
54,924,073 64.32 Q9,.;.:5.8'l,E}J30 65.20~~57,407 + 10.30 + 75.30 
30,473,291 35.68 32,329,383 34.80 -~ 1,856,092 + 6.09 + 24.70 
+ 
19,405,082 
2,221,707 
745,159 
2,177,186 
22.72 
2.60 
o.e1 
2.55 
21,1.12,395 
2,417,179 
810,'720 
3,516,082 
22.73 + 
2.60 + 
0.87 + 
3.79 + 
1,707,313 + 8.ti0 + 22.72 
195,472 + 8.80 + 2.60 
65,561 + 8.80 + 0.87 
1,338,896 + 61.50 + 17.82 
24,549,134 25.74 _27 ,8_56,316 29.99 1-_ 3J97 ,242 ~3-;ij{~ 
5,924,157 6.94 4,473,oor- 4.81---=---r,-451;150 ... 24.50 --=--Iv:JI 
164,447 0.20 17ti,916 0.19 + 14,469 • 8.80 + 0.20 
$ 5,759,710 6.74 4,294,091 4.62 - 1,465,619 -25.45 -19.51 
32,166 0.04 + 32.166 + 0.43 
$4,326,?$7 4.66 -1,433,45l -24.89 ~9.0§ 
()) 
Ul 
• 
Net S~les 
Cos.~c ·J: Sc~lcs 
Gr:Jss Profit 
Ooe ' Jcin,~ E:;: er:,.ses: 
Dt.~ ,-,1·ec ic:· ·~ion 
o·t.l::.er 
Totc:.~l O;_y::: '- ~i11,; E~:-oenses 
O:;e:c~eJ.::in;~ p,··o:f it 
l~ e t c~J .~c:~ e ·: I 1·1c J~::e 
Net Incjffie Before ~onet~ry 
Adjust~ent Rn& ~efJre 
Taxes on Inco2e 
Purc~·;c-\~;in, __ :·o,:.-_' L ;SseH c1n 
Net K netary Arsets 
F- · LlCr) .. ;e Af'i.:;e ~-~one'cc. ry 
il.\_i_juc: t;:1e11t lnJ.t 1Jefore 
Tc "82 J:.: ~-!·~c J~11e 
C · - -: e . : -:-: e :~ P r -E>:':' C :J • 
I.i.C -J,~\2 ll ~--- ~~ -~-·- 1 -~ e ~~- .0 (1 .J 1)_ }' ·.!: ~~l ~- l l t I,le: _, __ ,_ , .. · £:>-:·:,)::.--:~ec:' .. 
Y f[_}."1 =~~(~~--t~C. I --~. '')l / c: :) 
i\..:Junt De:C,nt 
Ye; ::· Sn.:_eO. L: IT~'! ·::e~:- ,··;. ·it-~ l~C<. c(- -1·~- to Ne1 
A1ount Pe·':jen t ilJ·~:.) lJrl t C' n: · e E: '- l e F: C , rw e 
10 0 • 0 0 -4-::: L1., 5 Sil , 3 0 4 + 2 • 8 0 + 10 0 • 0 0 
''l 07 /J <T' /L, 2 11 "'~"~ 1 'l 711 •J~o J +- (I ~),0 ( +. o__...J_,J __ j:-__ 1j,,, 0 __ ~ 
-, 0 -~U -~~~32 1'_3.93 - U2,3J:j- C).-7-6 - l '7n 
n L'7 --:-c-- ~. ' (2 l,.,;: r::'.''1 • I:"C ·:::: + 2 "'2 
-'• :' _;,;,-.J_ ;.U + -.JV,_;U '"r ...... r"_.·euU •j 
7 ?L!-6 l·' .GO J lL:,;jo + ,;.70 l.r:.· + 8.JO +-1L.G1 
r< 15 • Q 7 _ J_ L; • 2_2 + ('7 '7 r').'J}____+__:l_. _J 8 ~ _ t J_ 0 o c J 
0 n 7"7'-,-.,(c?"- c. (II -:::· l -~J? ":<,..,.-, .., 71 - "5n ':<70- ? .. , 117 -1 'J r-;2 
i. ' / '-' V ' _/ V j • '-1 /' ..._, ) - · I ) ,..,-' ( U _, • U ) , _, U '-' ~ • / _' • ( 
-.. - l l ' ., l ( (' ':1 :. (' ~ . l 7 7 c:,r: 7 -, ,_ 0 ') 17 
vu, '/ .;.'"""'-0 _._;,v;v '•. +-- ,.,......{ +u.J + ,_. 
') ocs ~r:c:, ~ ~c:, 
_, < ...... 1 v(.; 1 .v<. 2, :=: Jl, 07/; ·;s-,_, _ 1 -27. ·_'o - 18.55 .., " -1. ,_,. 
")_(' --) 2J2' 
,..,' /_·- J ' 
.. /') 1·:n 2"4 .. c;n 
J. '-j% + .~ ·~_>u, _:, "-:- -\ .:._... ,~:.; 
~~ 3l~. [JL;<J r• l 0 
_, . --'- / l ~:-') 'J"'5 i "\ /() 2'7 05 _:_,:.:'...'-·/ 7 : ,..,J - -1-:J.()C.I - ,, • 
(X) 
0'-
• 
Net Seles 
Cost of Sales 
Gross Profit 
01JerE,tine; Expenses: 
Denreci::tion 
Employees' Hetiremt=:nt 
Genera.l Taxes 
All Ot:bers 
To t.s~l Opert' tin~:~ Expenses 
Operating Profit 
Net Other Income 
Net Income Before 
Monetary Adjustment and 
before Ta~es on Income 
Purcha~inf Power Losses on 
Net Monetery Assets 
Net Income after 
,, t . 'j t .... ' t ~one ~ry Aa us ~enL ou 
before Taxes on Income 
DentiFts' Supply Co. of Nev· York 
Income as ReDorted 
Year Ended 12/Jl/Yo 
Amount PerCent 
Income as Adjusted 
Year Ended 12/Jl/50 
Amount PerCent 
Adjus_t1!lent 
PerCent PerCent to Net 
Amount Change Sales Change 
100.00 a{8,296,552 100.00 +8:670,924 T 8.80 +100.00 
1 
~$2,717,094 35.63 2,740,644 33.03 +23,550 +0.87 -+ 3. 51 
157.922 1.90 +157.922 - +23.54 
12.582,722 '31.13-~,; 134.372 -4.95 -20.0~ 
en 
-'1 
• 
Net Sales 
Cost of Sales 
GrosF Profit 
Ooerating Exoenses: 
DeoreciRtion 
All Other 
Tot: 1 o·0er< ting Exnens es 
Opera tin:-: Profit 
Net Other Income 
Net Income before 
Monetary AdjuEtment and 
Before Taxes on Income 
PurchaEing Povrer Losses on 
Net Monetary Assets 
N~t Income After Monetsry 
Adjui tment but before 
Taxes on Income 
Bluefield Suunly Co, 
Adjustment PerCent 
PerCent to l'J et 
Income as Reported 
Year Ended 12/31/50 
Amount PerCent ...... ...,~ .. v Amount Change Sales CHg. 
$25,769,767 100.00 
,-, 
L 
2 
~ 2,369,673 9.20 
100.00 ·~~2,267,296 +8.80 +100.00 
1,859,663 6.63 -510,010 -21.52 -22.49 
285,801 _ J,02 .. r 285,801 + 12.61 
:;;:1,573.862 5.61 - 795.811 -33.58 -35.10 
- ~-
0) 
0) 
• 
Net Sales 
Uost of Sales 
Gross Profit 
OPerating Expenses: 
Denrecic>tion -
Other 
Total Opera tin[; Eypen ses 
Operating Profit 
Net Other Income 
Net Income Before Konetery 
Adjustment and before 
Taxes on Income 
Purchas ini · Po1·rer Geins on 
Net Monetary Liabilities 
Net Income After 
Monet.s.ry Ac"ljuctment but 
Before Taxes on Income 
F. 1v. ~·Joolworth Co:r:YJany 
Inc~~e aE Renorted 
Yeor Ended 12/31/50 
Amount PerCen:t 
100.00 
59.395.133 ?.40 
/1djustment 
Am,un:t 
PerCent PerCent to Ne1 
Change Sales Change 
+ 8.49 
Lt7, 469,7 53 6 • 9 0 - 11 ' 9 2 5 ' 3 8 0 - 2 0 • 0 8 - 21. 44 
I 787,420 0.12 t ,787,420 - ±1.41 
J'. 48 11 257bl72 z.o2 -ll,JJ7,26o -1s.:zs. -2o.oJ. 
Q) 
\0 
• 
Net Sales 
Costs and Expenses: 
Deurecie_tion 
Otter 
Total Costs and Expenses 
Oper;tint; Profit 
Net Other Exnenses 
Gimbel Brothers, Inc, 
Income as Reuorted 
Year Ended l/31/51 
Amount PerCent 
Incoa:e as Ad 
Year Ended 1 
Amount 
AC:Justment 
Pe•oCentPerCent teNet 
Amount Change fa1efi Change 
~~291.076.887 100,00 $321,11!.Lf,l72 100,00 ... ~~30,067,?85 +10.33 +100,00 
3,638,246 1.25 5,890,731 1.84 + 2,252,485 + 61.91 +- ?.50 
27~.303,211 93.8~ 101,~34.530 93.89 +28,231,31~ +10,33 + 93.89 
27 ,9Li-l,4S7 t5.1 307. 25,261 9,d:.73 +30,48~,80 +11.01 -\101,39 
14,135,430 .86 13,718,911 !.27 - L~l ,519 2.95 - 1.39 
1,428,.773 0,49 1,576,361. 0,49 .,.._ 147.588 +10,33 + 0.49 
Net Income Before Monetary 
Adjustments and Before 
Taxes on Income $ 12.706,657 4.37 12,142,550 3.78 564,107 -4,44 -1.88 
Purchasing Power Gains on 
Net Monetary Liabilities 
Net IT:1corne After Y ~netary 
Adjustment but Before 
Ta_xes on Income 
2,306,669 0,72 +2.306,669 - +7.68 
$14 I 449,219 4, 50 +$1 I 7421 562 +13 I 71 -+ 5. 80 
\0 
0 
• 
Safeli·ray Stores, Incor-nor, ted 
Income 2s Re orted 
Year Ended· 12/31/50 _ 
Amount PerCent 
Adjustment PerCent to 
Amount 
Net Sales 
Change Chang 
Net S~1les $1,209.993.762 100,00 ~~:l,)l6,h52,}34 lOO.OO•:ao6,458,572 +8.80+100.00 
Cost of 8<''1es: 
Denreci: tion and Amortization 8,768,410 0.72 
Other 
TotPl Cost of S~les 
Gross Profit 
Oper2~in~ EYnenses 
O~erating Profit 
Net Othel Exnense 
NPt Income BeforP Monetary 
Aaju:tm"'nt and Before Taxes 
on Income 
iurchar.ing Povrer Gains on Net 
Monetary Liabilities 
Net Income After Monetary 
Adjustment but before taxes 
on Income 
$ 28,836,672 2.39 ,':. ;;;/ 5,730,203 0.44 -23,156,469-80.16-21.75 
10,529,606 0.80 tl0.529,606 - t9.8,9 
16,259.809 1.24 -12,626,863-43.71-11.86 
\0 
f-1 
• 
Net Sales 
Cost of S21es: 
Deprecintion 
Other 
motel Cost of Sales 
Gross Profit 
Operatins Expenses 
Operating Profit 
Net OthFr Income 
The FlorLheim S"::;.oe Com,Jnnx 
Income as Renorted 
Year Ended l0/31/50 
/wount PerCent Amount 
Ad.iustment 
PerCent 
Ch 'O nc~e o .. t) 
PerCent tto> Ne 
Sales C.~ange 
f:28,5J8,165 100.00 tp30,L~7S,9L~1 100,00 +:[;.1,937.776 ~6.79 +-100.00 
2 
Net Income before 
Monetary Adjustment 
and Before Taxes on Income $ 2,873.757 lO,OZ 2' 681+ '2Ll-4 8.81 - 189 ' 513 - 6' 59 - 9. 7 8 
Purcharing Power Losses on 
Net Monetary Assets 
Net Income After 
Monetary Adjustment 
but Before Taxes on Income 
184.714 o.61 +184,z14 - l-9.53 
$ 2,l}99.530 8.20 -~p ~74.2~7 -13.02 -19.31 
\0 
1\) 
• 
Jross Revenues 
E~:pens es: 
Deorecieetion 
General Taxes 
Other 
Total Expenses 
Operoting Profit 
N~t Other Income 
Net Income Before 
Monetary Adjustment and 
Before TaYes on Income 
Purchasing Power Losses on 
Net Monetary Assets 
Net Income After 
Monetary Adjustment but 
Before Taxes on Income 
HcGra1,:-Hill Publie1 in'· Co .. Inc. 
AdJustment TnccHe ar Recorted 
Ye2.r Ended 12/31/50 
, rommt PerCent Amount Aa:ount 
Pcr·Cent PerCent to Net 
Change Sales Chang! 
C46,731,198 lOo.oo $5o,842,7L:o 10o.oo +:~.:LJ-,111,542 ~s.8o +loo.oo 
1.19 + 299,144+98.01·+- 7.28 
$ :,897,212 12. 6.2, 5, lLi-3, 216 10.12 - zc.·3 0()6 -12 79 
·' , /-" . -18.34 
97 I 691 0 t,20 t 97 I 691 ;-, ~ ,2 .,3,7 
~;s,ol.!-5,52.5: 2.22 -$ 851,687 -1LJ-.Lr4 -2,0,./} 
\() 
VI 
• 
Net S8_les 
ExoenE'. es: 
Denrecic.t on 
Arr.ortizat on 
Other 
Total Expenses 
Oper~ting Profit 
Net Otller Incorne 
Net Inc6me Before 
Honetery Acljustm nt and 
Before Tcces on Income 
Purchasine: Po>·Je Losses on 
Net Monetary Assets 
Net Income After 
Eonetary Ad.juetment b.ut 
Before Taxes on Income 
Ci ens:c; 1 Outdoor Aci verti r'.in ; Co. Inc. 
Income as Renorted 
Ye ~-r E'1'~e-~ 1 ?j':q Jc:.o Y-e-"'I' Ti'no~e-' l? ,c~.... 1 '1.-L l: --~-.< 1 -c· :. . .J.I. ... \...,. __ ....., 
_ _ ___ _ ii.t.]u2tment 
PeJ·Cent PerCent to Net 
Amount PerCent A~ount - ------Amount Chcl ;·,r,~e S2les Change. 
:;':'26,220,118 100.00 $28,527 2 037 lJO,OO +(~2.306,9]:9 __ .±_ _ 13.80 +100,00 
378,068 
l ~C:':i 907 ~~J~·..J,; 
(;~ 4,386,4.35 16.7,3 
632, 082 
1,796,515 
3,918,681 
2.22 
13.74 - 467,754 -10.66 -20.28 
$ L'-29, 524 1. 51 +~j; 429 I S24 - + 18.62 
$'3,Li-89,157 12.23 -:;~ 897,278 -20.46 -38.90 
\0 
.J::-
• 
Average for the 
January 
February 
Mc:crch 
A~)ril 
May 
June 
Jul_y 
Au"~u::o. t 
September 
October 
Novem.ber 
December 
Averc'. ·e 
Janunry 
February 
March 
Auril 
May 
June 
July 
1\uc;us t 
Septem er 
October 
November 
December 
Average 
.liPPENDIX B 
PurchL24 ng Po\.rer of the Dollar M,easure.d ;)y ~·tholes: le Ploices 
l91J 191~- 1915 
Year llS.J 118.1 115.7 
¥§~~ W* 
78.8 03.h 
7o a 0 1 9 /•./ u_,. 
.. ~,").2 31:-.8 83.2 
co.o 85.6 32.4 
.3o. o 
30.9 
81.2 
80.6 
.:30.9 
Sl. 7 
82.2 
80.4-
== 
85.4 
85.2 
8h.5 
83.5 
8].2 
83.5 
~ 
.§_L;. • d_ 
1CJ':lC) l c;Lw 
104.6' 101.3 
10~.6 102.1 
lei+-. 8 102 .• 7 
105.6 102.3 
105.6 102.7 
106.3 103.7 
106.7 103.5 
107.3 103.9 
101.7 103.1 
101.3 102.1 
101.7 101.1 
101.5 100.5 
J_OLr. 3 102.3 
81.1 
82.6 
02.4 
81.5 
83.1 
8).9 
83.9 
8'3.1 
l OL•l ~99.o 
99.7 
9~3. 6 
96.6 
94.7 
; 2. L~ 
90.6 
09.1 
87. 5 
137.0 
87.0 
85.8 
-2b.Q. 
-
1~16 ~917 l01C F!l 0 1920 1'121 1922 1~123 
0'~.1 c;8.5 61.3 58.1 2.:..1 82.4 83.2 80.0 
m rm 11))1 nm: 1:m ~ m2' r2:ffi 
83.9 87.0 102.9'11"9.4 132.0 111..5 102.1 99.7 
81-J-.3 88.0 104.$ 121.3 13L>.7 109.4 101.1 99.7 
83.6 89.2 105.8 121.9 133.7 109.2 101.3 101.1 
84.1 89.3 107.6 122.7 133.3 109.6 100.5 100.9 
85.0 90.6 109.8 124.8 123.2 109.2 100.3 102.3 
84.5 92.7 111.5 125.7 123.9 107.8 100.7 101.5 
83.4 95.4 111.7 124.8 116.7 107.6 101.3 99.9 
33.5 95.4 111.5 123.6 115.6 105.2 99.9 98.6 
S3.6 95.2 112.9 123.0 113.7 103~7 99.7 98.6 
84.6 97.0 114.4 124.8 112.9 105.2 09.9 93.6 
86.1 99.0 114.7 126.0 113.2 105.0 ~9.7 97.5 
86.2 101.1 117.2 128.5 113.7 104.6 99.4 ss.6 
8 ~ • 5 ~ 11 0 . 3 12 L;. 2 12 2 • 1 10,7. ;3 1 0 0 • 5 9 9 • 6 
19lJ-2 
83.8 
83.2 
82.4-
81.5 
81.4 
81.5 
81.5 
81.2 
80.6 
80.4 
80.2 
79.6 
81.4 
- -~ 
1.2!±2 7CJ.O 
78.5 
77.8 
1?.6 
77-3 
77.6 
7,., n 
I ( 0 ,•' 
78.1 
78.1 
78.1 
78.2 
77.9 
{8.1 
1944 
77.9 
77.7 
77.4 
77.4 
77.3 
77.1 
77.2 
7 7 • L;. 
77.3 
77.2 
77.1 
76.9 
77.3 
1~45 
7o. 7 
76.6 
76.5 
76.1 
75.9 
75.8 
75.9 
76.1 
76.5 
76.0 
75.4 
75.1 
76.0 
1 C)/.}6. 
75.1 
74.7 
73.8 
73.1 
72.5 
'71.3 
61.;-. 5 
62.3 
6LJ-. 9 
6o.o 
57.6 
sz.I 
~ 
l2!l1. 56:6 
.56.1 
Sli-. 8 
55 .• 2 
55.4 
56.4 
54.8 
5h.2 
53.1 
52.5 
51.9 
.5.l:.Q. 
54.2 
194-8 
50.0 
51.0 
51.0 
so. 6 
50.3 
~"o. o 
49.6 
L1-9. 2 
49.3 
1~9. 8 
49.9 
~ 
~ 
12!±2_ 
50-:9" 
51.6 
51.8 
52.3 
52.8 
53.2 
53.3 
53.-2 
53.2 
53.4 
53.4 
~ 
.2b.1 
l Cl24 1925 ~
82.0 wt r2J2 i 
93.7 '.9. '· 
93.2 100.7 
91.7 100.9 
91.4 102.3 
92.0 102.9 
92.4102.7 
91.4 102.1 
91.8 103.1 
92.0 102.7 
9L1-.2 103.5 
96.6 103.9 
~ 101-J-.;3 
93.2 102.;3 
illQ 
5J3 
53.2 
53.1 
53.1 
52.5 
52.2 
50.8 
49.7 
48.8 
48.6 
47.8 
46.6 
~ 
1.2__5_1_ 
Zl3"3 
44.8 
44.8 
LJ-5.0 
LJ-5. Lj. 
45.(} 
45.8 
46.0 
46.1 
46.0 
46.0 
46.0 
45.~ 
\0 
\J1 
• 
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